Historic,  archived  document 

Do  not  assume  content  reflects  current 
scientific  knowledge,  policies,  or  practices 


/ 


Circular  No.  823 

September  1949    •   Washington,  D.  C. 

UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 


The  Farm  Real  Estate  Situation 
1947-48  and  1948-49 


By  W.  H.  SCOFIELD  and  R.  D.  DAVIDSON 

Agricultural  Economists 
Bureau  of  Agricultural  Economics 


CONTENTS 

Page 

The  situation  in  general 1 

Farm  land  values,  sales,  and  credit 3 

Farm  real  estate  values 3 

Farm  ownership  transfers 13 

Financing  farm  purchases 18 

Farm  income,  land  earnings,  and  values 21 

Prices  and  production  of  farm  products 22 

Farm  income  and  costs 24 

Comparison  of  trends  in  farm  income  and  land  values 29 

Relationship  of  land  earnings  and  land  values 31 

Other  influences  in  the  farm  real  estate  market 39 


UNITED  STATES 

GOVERNMENT  PRINTING  OFFICE 

WASHINGTON  :  1949 


For  sale  by  the  Superintendent  of  Documents,  U.  S.  Government  Printing  Office,  Washington  25,  D.  C. 

Price  10  cents 


EXPLANATION 

This  "Farm  Real  Estate  Situation"  report  is  the  nineteenth  in  a 
series  that  extends  back  to  1926.  Like  previous  issues,  it  is  con- 
cerned with  developments  taking  place  during  the  farm  real  estate 
year  which  ordinarily  covers  the  12-month  period  ending  about 
March  1.  Although  this  report  covers  the  2-year  period  March 
1947  to  March  1949,  the  main  emphasis  is  on  the  year  ending  on 
the  latter  date.  Unless  otherwise  stated,  the  term  "1948-49"  de- 
notes the  12-month  period  ending  on  or  about  March  1,  1949. 
Throughout  this  circular,  the  term  "farm  real  estate"  includes 
land,  buildings  and  other  permanent  improvements  and  the  term 
"dollar  values"  means  "land  values"  or  "farm  real  estate  values." 
The  index  published  in  this  report  is  referred  to  as  an  "index  of 
farm  real  estate  values"  because  it  is  based  on  estimated  market 
values  of  all  farm  property.  This  is  in  contrast  to  an  index  of 
selling  prices  which  would  reflect  trends  in  prices  of  the  relatively 
few  farms  that  changed  hands. 

Much  of  the  data  relating  to  prices  of  farm  products,  farm  in- 
come and  costs  for  the  calendar  year  1948  is  composed  of  prelim- 
inary estimates  which  are  subject  to  later  revision.  It  is  believed, 
however,  that  the  final  figures  will  change  neither  the  conclusions 
nor  the  relationships  wTith  previous  years  that  are  indicated  by  the 
estimates  used  here.  Fewer  historical  data  are  included  because 
of  space  limitations.  Data  for  earlier  years  not  shown  may  be 
obtained  for  most  items  from  Circular  780,  The  Farm  Real  Estate 
Situation,  1946-47. 

Sources  of  Data 

The  land-market  data  used  here  are  obtained  from  three  main 
sources : 

1.  The  index  of  dollar  values  of  farm  real  estate  is  based  on  estimates  made 
by  crop  reporters  of  the  United  States  Department  of  Agriculture.  Before 
March  1942,  this  survey  was  made  annually  about  March  1,  but  since  that  date 
estimates  have  been  obtained  in  July  and  November  as  well.  Average  values 
reported  for  crop-reporting  districts  are  combined  into  State,  regional,  and 
national  weighted  averages.  Weights  are  fixed  on  the  basis  of  the  area  of 
land  in  farms  according  to  the  1925  Census.  Crop  reporters  also  report  in 
March  on  the  number  of  transfers  of  farm  real  estate  and  in  April  with 
respect  to  cash  rents. 

2.  Additional  information  as  to  dollar  values,  types  of  buyers  and  sellers, 
financing,  and  general  market  conditions  is  obtained  from  annual  surveys  of 
farm  real  estate  dealers  and  others  familiar  with  local  conditions  which  are 
made  about  March  1.  This  survey  has  been  supplemented  by  a  shorter  report 
from  this  group  in  October  of  the  last  2  years. 

3.  In  cooperation  with  the  State  agricultural  colleges  in  some  States,  the 
field  staff  of  the  Bureau  of  Agricultural  Economics  has  made  quarterly  field 
surveys  in  selected  counties  since  1941.  Information  on  selling  prices,  volume 
of  sales  and  credit  arrangements,  and  other  aspects  of  the  local  farm  real 
estate  market  have  been  obtained  from  county  records,  interviews,  and  mail 
questionnaires. 

More  detailed  statements  concerning  sources  of  data  and  methods  of  com- 
pilation mav  be  found  in  Department  of  Agriculture  Circular  No.  209,  "The 
Farm  Real  Estate  Situation,  1930-31,"  and  Circular  No.  15,  "The  Farm  Real 
Estate  Situation,  1926-27." 
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THE  SITUATION  IN  GENERAL 

1948  was  another  good  year  for  American  farmers.  Farm  in- 
come continued  at  near  record  levels  and  in  most  States  dollar 
values  of  farm  land  reached  new  highs.  By  November  1,  average 
values  for  the  country  as  a  whole  were  8  percent  higher  than  a  year 
earlier  and  113  percent  above  the  1935-39  average.  Since  Novem- 
ber, however,  farm  land  values  have  weakened  in  the  western  third 
of  the  country.  The  United  States  index  for  March  1949  was  1 
percent  below  last  November  and  only  3  percent  higher  than  a  year 
earlier.  This  is  the  smallest  annual  increase  since  1940-41,  and 
the  first  decline  in  the  national  index  in  10  years. 

Inflationary  forces  operating  both  within  and  outside  agriculture 
have  pushed  land  values  steadily  upward  during  the  last  8  years. 
But  the  downward  drift  in  prices  of  most  farm  products  since  mid- 
1948,  and  the  easing  tendencies  apparent  in  the  general  economy 
in  recent  months  have  created  uncertainties  in  the  minds  of  many 
land  buyers.  These  uncertainties  have  probably  been  more  im- 
portant in  checking  the  rise  in  dollar  values  than  has  the  relatively 
small  decline  in  net  farm  income. 

Gross  farm  income  in  1948  was  about  2  percent  higher  than  in 
1947  and  the  total  volume  of  agricultural  production  was  at  an 
all-time  high.  Farm  operating  expenses  were  about  11  percent 
higher  than  for  the  previous  year  and  net  farm  income  was  down 
7  percent,  the  first  decline  in  10  years.  Demand  for  farm  products 
continued  strong  enough  to  maintain  the  general  level  of  farm 
prices  above  parity  throughout  the  year.  The  parity  ratio  declined 
rather  steadily  during  the  year,  however,  dropping  from  122  in 
January  1948  to  104  in  May  1949.  Prices  for  most  crops  in  the 
spring  of  1949  were  well  below  parity  but  prices  of  most  livestock 
and  livestock  products,  although  considerably  below  the  1948  peak, 
were  still  above  their  parity  level. 

Farmers  still  have  a  large  backlog  of  savings  which  have  resulted 
from  the  sustained  high  level  of  farm  earnings  during  and  follow- 
ing the  war.  Savings  did  not  increase  so  much  during  1948  as  in 
previous  years,  however,  because  of  higher  farm  operating  costs 
and  increased  purchases  of  farm  equipment  and  home  conveniences. 
Bank  deposits  and  currency  held  by  farmers  declined  slightly  dur- 
ing 1948  but  the  amount  held  at  the  beginning  of  1949  was  still 
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more  than  four  times  as  large  as  before  the  war.  A  large  accumu- 
lation of  savings  remains  for  the  purchase  of  farm  land  and  ample 
credit  is  available  at  relatively  low  rates  of  interest.  But  some 
lenders  appear  to  have  tightened  their  credit  policies  in  recent 
months  and  interest  rates  have  tended  to  rise  slightly.  The  rate  of 
return  from  farm  land  remains  at  nearly  twice  the  mortgage  rate 
of  interest,  however,  and  this  situation  has  helped  to  balance  the 
deflationary  forces  operating  in  recent  months. 

The  volume  of  voluntary  sales  during  the  year  ended  March  1949 
was  almost  a  third  below  the  record  high  of  1947  but  was  still  about 
50  percent  above  the  1935-39  average.  Forced  sales  and  related 
defaults  during  the  year  were  at  or  near  the  record  low  level  that 
has  prevailed  since  1944.  This  decline  in  the  volume  of  sales  first 
evident  in  1947-48  and  continuing  through  1948-49  indicates  in 
part  that  prospective  buyers  are  becoming  more  reluctant  to 
pay  current  asking  prices  for  farm  land.  But  it  also  indicates 
that  many  present  owners  are  unwilling  to  sell  so  long  as  farm 
land  continues  to  yield  a  higher  rate  of  return  than  most  other 
investments. 

Farmers  bought  the  majority  of  the  tracts  sold  last  year,  as  they 
have  done  for  a  number  of  years.  About  half  of  the  farmer  buyers 
were  tenants.  The  remainder  were  owner-operators,  many  of 
whom  bought  additional  land  for  farm  enlargement.  More  than 
four-fifths  of  the  farms  bought  during  1947-48  will  probably  be 
farmed  by  the  buyer — a  higher  proportion  than  in  previous  years. 
The  financing  of  farm  purchases  changed  very  little  during  the 
year.  Available  data  indicate  that  about  half  of  the  buyers  paid 
all  cash  and  the  balance  made  down  payments  which  averaged  a 
little  more  than  two-fifths  of  the  purchase  price.  About  a  third 
of  those  who  bought  on  credit,  however,  made  down  payments  of 
less  than  25  percent  of  the  purchase  price.  The  mortgages  on 
these  farms  were  probably  considerably  more  than  the  full  market 
price  a  few  years  ago.  These  owners  will  need  to  make  sizable 
payments  toward  debt  retirement  in  the  years  immediately  ahead 
in  order  to  avoid  possible  difficulties  in  the  future. 

Sources  of  credit  to  finance  farm  purchases  remained  about  the 
same  as  in  previous  years.  More  than  two-thirds  of  the  total  was 
supplied  by  commercial  banks  and  individuals.  The  total  volume 
of  farm-mortgage  recordings  in  1948  was  down  about  1  percent 
from  1947  but  the  dollar  value  of  loans  made  by  insurance  com- 
panies was  12  percent  larger.  Individuals  also  increased  their 
proportion  of  the  total  slightly  but  commercial  banks  loaned  about 
10  percent  less  than  in  1947.  The  proportion  of  loans  made  by  the 
Federal  credit  agencies  remained  about  the  same.  A  slight  shift 
toward  the  use  of  longer-term  credit  was  apparent,  especially  in 
the  Midwest. 

Total  outstanding  farm-mortgage  debt  is  still  well  below  prewar 
years  but  it  has  increased  steadily  since  1946.  Preliminary  esti- 
mates for  January  1,  1949,  indicate  that  this  indebtedness  was 
about  5  percent  higher  than  a  year  earlier  and  about  9  percent 
above  the  1946  low.  Distribution  of  this  debt  among  the  various 
classes  of  lenders  did  not  change  much  between  1947  and  1948. 

The  trend  of  farm-land  values  in  1949  will  be  influenced  both  by 
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general  economic  conditions  and  by  what  happens  to  prices  of  farm 
products  and  prices  paid  by  farmers.  Moderate  declines  in  farm 
prices  and  incomes  probably  would  not  depress  land  values  gener- 
ally because  present  values  are  low  in  relation  to  current  earnings. 
But  either  considerable  reduction  in  prices  or  major  restrictions 
on  production  could  act  to  depress  the  land  market.  These  uncer- 
tainties and  others  not  so  apparent  a  year  ago  have  caused  many 
prospective  buyers  to  adopt  a  ''wait  and  see"  policy. 

FARM  LAND  VALUES,  SALES,  AND  CREDIT 

The  index  of  dollar  values  of  farm  real  estate  continued  to  ad- 
vance in  most  States  during  the  March-November  period  of  1948. 
A  4-percent  rise  brought  the  United  States  index  to  177  (1912- 
14  =  100),  a  new  record  high  and  8  percent  above  a  year  earlier. 
Between  November  1948  and  March  1949,  however,  land  values  de- 
clined in  most  of  the  Mountain  and  Pacific  Coast  States  and  the  na- 
tional index  dropped  1  percent.  In  those  States  in  which  the  up- 
ward trend  continued,  the  increases  were  generally  smaller  than 
during  the  same  period  in  earlier  years.  Voluntary  sales  during 
the  year  ended  March  1949  were  down  about  17  percent  from  the 
previous  year.  The  over-all  credit  picture  remained  generally 
favorable  with  about  half  of  all  purchases  on  a  cash  basis.  Com- 
mercial banks  and  individuals  continued  to  supply  the  bulk  of  the 
farm-mortgage  credit.  Some  lenders  were  more  cautious  in  mak- 
ing loans,  and  interest  rates  showed  a  tendency  to  rise. 

Farm  Real  Estate  Values 

The  last  8  years  have  witnessed  the  longest  and  sharpest  rise  in 
land  values  on  record.  Average  values  in  the  country  as  a  whole 
more  than  doubled  between  March  1941  and  March  1949.  During 
the  World  War  I  period,  however,  the  total  increase  from  1915  to 
1920  was  65  percent.  The  similarity  in  trends  during  the  two  war 
periods  is  shown  in  figure  1.  The  level  of  values  immediately 
before  World  War  II  was  about  17  percent  below  the  level  that 
prevailed  before  World  War  I,  but  higher  levels  of  farm  income 
maintained  the  upward  trend  over  a  considerably  longer  period. 
By  November  1948,  the  national  index  had  reached  177  (1912- 
14  =  100),  4  percent  above  the  1920  peak  and  113  percent  above 
the  1935-39  average. 

Inflationary  forces  operating  during  and  since  the  war  have  not 
affected  land  values  equally  in  all  areas.  In  general,  it  appears 
that  some  of  the  largest  percentage  increases  have  occurred  in 
those  States  in  which  dollar  values  per  acre  are  relatively  low.  In 
the  East  South  Central  States,  for  example,  the  level  of  land  values 
on  March  1,  1949,  was  170  percent  above  their  1935-39  average, 
and  in  the  South  Atlantic  States  values  were  132  percent  higher. 
Values  in  Kentucky  had  increased  more  than  in  any  other  State, 
followed  by  Arkansas,  Tennessee,  and  South  Carolina.  Land 
values  in  the  New  England  and  Middle  Atlantic  States,  however, 
increased  only  57  and  84  percent,  respectively.  The  percentage 
change  in  values  since  1935-39  for  the  various  States  is  shown  in 
figure  2. 
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FlGURE    1 


•Farm   Real  Estate:     Average  Value  per  Acre,   1910-34 

AND    1935-49. 


The  rise  in  land  values  that  accompanied  World  War  II  started  from  a 
lower  level  than  the  World  War  I  boom  but  has  continued  over  a  longer 
period.  Values  rose  65  percent  between  1915  and  1920  but  the  increase  from 
1941  to  1949  was  106  percent.  By  March  1,  1949,  land  values  were  3  per- 
cent above  the  1920  peak  and  111  percent  above  the  1935-39  average.  The 
increase  during  1948-49,  however,  was  only  3  percent,  compared  with  a  rise 
of  7  percent  during  the  year  ended  March  1948. 


RECENT  TRENDS  IN  VALUES   BY  REGIONS  AND   STATES 

The  first  significant  declines  in  land  values  since  the  late  nine- 
teen-thirties  occurred  during  the  4  months  ended  March  1949. 
As  of  March  1,  values  were  at  or  below  the  November  1948  level 
in  most  of  the  Mountain  and  Pacific  States  as  well  as  in  scattered 
States  in  the  East  North  Central  and  New  England  regions  (tables 
1  and  2) .  Decreases  ranged  from  a  high  of  10  percent  in  Montana 
to  7  percent  in  Idaho,  Wyoming,  and  Colorado  and  to  5  percent  in 
Utah.  Declines  in  prices  of  livestock  and  the  severe  winter  appear 
to  have  been  the  major  factors  responsible  for  the  drop  in  land 
values  in  these  States.  Declines  of  7  and  9  percent  in  Washington 
and  Oregon  more  than  offset  the  increases  during  the  March- 
November  period  of  1948.  The  March  1949  index  was  down  3 
percent  from  a  year  ago.  In  California,  a  further  drop  of  6 
percent  since  last  November  brought  the  total  decline  from  the 
March  1947  peak  to  12  percent,  the  largest  decline  for  any  State. 
Land  values  were  also  down  6  percent  in  Texas,  apparently  a  reflec- 
tion of  lower  prices  for  meat  animals  and  wheat  and  the  extensive 
drought  during  the  summer  and  fall  of  1948. 

About  half  of  the  States  showed  a  further  increase  in  the  index 
of  land  values  during  the  November  1948-March  1949  period. 
Regionally,  the  Middle  Atlantic  and  East  South  Central  States 
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Figure  2. — Land  values  in  half  of  the  States  were  more  than  double  their 
1935-39  average  on  March  1,  1949.  Values  in  10  States  were  more  than 
150  percent  above  prewar  values.  Kentucky  showed  the  largest  increase, 
192  percent,  followed  by  Arkansas  179  percent,  Tennessee  174  percent. 
South  Carolina,  Colorado,  North  Carolina,  and  Wyoming  also  ranked  high 
in  amount  of  increase.  Land  values  in  the  New  England  States,  however, 
were  only  57  percent  above  prewar,  and  in  the  Middle  Atlantic  States  they 
were  up  only  84  percent. 


showed  the  greatest  strength,  but  the  increases  averaged  less  than 
5  percent.  This  contrasts  with  earlier  years  when  increases  in 
most  regions  during  this  period  ranged  between  5  and  10  percent. 
The  slowing  down  in  the  rate  of  increase  in  many  States,  and  the 
declines  in  others,  suggests  that  the  postwar  peak  in  land  values 
has  probably  been  reached  in  many  areas. 

Despite  the  declines  since  last  November,  the  index  of  land 
values  this  March  was  higher  than  a  year  earlier  in  37  States. 
During  the  year  ended  March  1948,  however,  all  but  3  States 
showed  increases.  The  percentage  change  in  land  values  during 
1947-48  and  1948-49  may  be  compared  by  States  in  figure  3.  The 
effects  of  the  reversal  in  the  trends  of  prices  for  wheat,  livestock, 
and  feed  crops  on  land  values  in  the  Great  Plains  and  Mountain 
States  can  be  seen  from  these  maps.  Farm  income  was  excep- 
tionally favorable  in  this  area  during  1947  and  land  values  in- 
creased more  than  in  any  other  area.  Declines  in  prices  of  farm 
products  during  1948-49,  however,  changed  the  outlook  for  farm 
earnings  and  land  values  increased  less  than  half  as  much  as  dur- 
ing the  previous  year. 

Value  Trends  by  Major  Type-of-Farming  Areas. — Farmers 
in  some  types-of -farming  areas  have  experienced  much  larger  in- 
creases in  farm  income  than  have  those  in  other  areas.  Prices 
received  for  meat  animals  in  1948,  for  example,  averaged  212 
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Footnote  1  to  tables  1  and  2  follows : 

1  All  farm  land  with  improvements.  This  series  of  index  numbers  is  based 
upon  data  supplied  by  crop  reporters  of  the  Department  of  Agriculture. 
The  reporters  are  instructed  to  disregard  all  land  affected  by  use  or  offered 
for  town  or  suburban  lots;  all  resorts,  country  homes  and  all  land  used 
primarily  for  nonagricultural  purposes.  In  contrast,  the  average  value  of 
farm  land  reported  by  the  Census  is  derived  by  dividing  the  aggregate  value 
of  all  farms  by  the  total  acreage  of  land  in  farms.  Because  of  these  differ- 
ences in  the  area  covered,  the  average  dollar  values  obtained  from  Census 
reports  may  be  higher  or  lower  than  the  values  on  which  the  index  series  is 
based.  Consequently,  the  percentage  change  in  the  average  value  of  farm 
land  per  acre,  based  on  Census  enumerations,  is  usually  different  than  the 
change  shown  by  the  index  series.  To  avoid  confusion  with  the  dollar  values 
derived  from  Census  data,  the  values  obtained  from  crop  reporters  are  pub- 
lished as  index  numbers. 

percent  higher  than  in  1935-39,  whereas  prices  for  dairy  products 
were  only  150  percent  higher.  These  differences  in  degree  of 
farmer  prosperity  from  area  to  area  are  apparent  when  the  rate  of 
increase  in  land  values  is  examined.  Indices  of  farm  land  values 
for  seven  major  types-of -farming  areas  have  been  calculated ;  these 
show  value  trends  for  areas  that  have  similar  sources  of  farm 
income.  x 

These  data  show  that  since  prewar  land  values  have  increased 
more  in  the  winter  wheat  areas  than  anywhere  else  (table  3) .  The 
March  1949  index  for  this  area  was  180  percent  above  the  1935-39 
average.  The  tobacco  area  ranked  next  with  an  increase  of  172 
percent,  followed  by  the  general  farming  area  where  values  were 
140  percent  higher.  The  amount  of  increase  in  the  dairy  area  and 
the  spring  wheat  area  was  only  a  little  more  than  half  as  much, 
however;  increases  for  these  areas  were  95  and  96  percent, 
respectively. 

Factors  other  than  the  source  of  farm  income  help  to  explain 
the  relatively  small  increase  in  values  in  the  spring  wheat  area 
compared  with  the  winter  wheat  area.  The  explanation  lies  in 
the  differences  in  conditions  prevailing  in  the  two  areas  imme- 
diately before  World  War  II.  Unfavorable  weather  conditions 
in  the  spring  wheat  area  slowed  recovery  from  the  depression  of 
the  early  1930's  and  had  delayed  liquidation  of  farms  acquired 
by  lenders  as  a  result  of  foreclosure.  Consequently,  land  values 
continued  to  decline  through  1941  and  the  full  effects  of  the  higher 
farm  income  were  not  reflected  in  land  values  until  1944.  In 
contrast,  the  winter  wheat  area,  concentrated  mainly  in  western 
Kansas,  Oklahoma,  and  northern  Texas,  had  largely  recovered 
from  the  depression  by  1940  and  had  no  large  backlog  of  farms 
to  be  put  on  the  market.  This  area  is  less  diversified  than  the 
spring  wheat  area  and  large-scale  operations  are  more  prevalent. 

All  but  two  of  the  major  farming  areas  showed  much  smaller 
increases  in  land  values  during  1948-49  than  during  1947-48. 
During  the  year  ended  March  1948,  for  example,  land  values  in 
the  winter  wheat  area  increased  25  percent  and  in  the  spring  wheat 
area  they  increased  19  percent.     Increases  in  these  areas  during 

1  Indices  of  farm  real  estate  values  for  types-of-farming  areas  were  com- 
puted by  combining  estimates  of  average  values  for  the  crop-reporting  districts 
used  in  the  regular  State  index  series  into  weighted  averages  for  the  selected 
areas.  District  weights  used  are  the  same  as  those  used  in  the  Bureau's  reg- 
ular State  series. 
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PERCENTAGE  CHANGE  IN  AVERAGE 

VALUE  PER  ACRE  OF  FARM  REAL  ESTATE, 

MARCH  1947  TO  MARCH  1948 


U.  S.  AVERAGE  INCREAS 
7  PERCENT 


PERCENT 
(INCREASE) 
15    and  over 
10  -14 
5  -    9 
^0-4 

(DECREASE) 
□ 


PERCENTAGE  CHANGE   IN  AVERAGE 

VALUE  PER  ACRE  OF  FARM   REAL  ESTATE, 

MARCH   1948   TO  MARCH   1949 


U.  S.  AVERAGE  INCREASE 
3  PERCENT 


BAE  46696 


Figure  3. — Two-thirds  of  the  States  showed  smaller  increases  (or  larger  de- 
creases) in  land  values  during  1948-49  than  during  the  previous  year.  The 
slowing  down  in  the  rate  of  increase  was  less  apparent  in  the  States  east  of 
the  Mississippi  than  in  the  Plains  and  Mountain  States.  The  largest  gains 
during  1947-48  occurred  in  the  group  of  States  extending  from  Montana, 
North  Dakota,  and  Minnesota  south  to  Colorado  and  Kansas.  During 
1948-49,  however,  only  one  of  these  States  showed  an  increase  as  large  as 
10  percent.  Values  increased  by  this  amount  or  more  in  only  three  other 
States — Oklahoma,  Arkansas,  and  Louisiana.  Values  in  several  Mountain 
and  Pacific  Coast  States  declined  for  the  first  time  since  before  the  war. 
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Table  3. — Farm  real  estate:  Index  of  average  value  per  acre  by 
generalized  types-of-f  arming  areas,  selected  years  1 

[1935-39  =  100] 


Types-of-f  a  rmi  ng 

1940 

1942 

1944 

1946 

1947 

194$ 

1949 

Percentage 
increase 

areas2 

1947- 

48 

194S- 
49 

Corn  Belt 

102 
96 
84 

101 

109 
99 

104 

112 
104 
88 
113 
123 
110 
113 

143 

136 
113 
137 
170 

131 
141 

173 
183 
137 
173 
217 
158 
191 

194 
214 
153 

199 
252 
177 
219 

217 
268 
182 
223 
255 
188 
229 

223 

280 
196 
233 
272 
195 
240 

12 

25 

19 

12 

1 

6 

5 

3 

Winter  wheat  area.... 

Spring  wheat  area 

Cotton  Belt 

4 

8 
4 

Tobacco  areas....    

7 

Dairy  areas 

General  farming  areas 

4 
5 

United  States 

102 

110 

138 

171 

192 

205 

211 

7 

3 

1  Farm  land  with  improvements  as  of  March  1. 

2  Types-of-f  arming  areas  are  located  as  follows :  Corn  Belt — from  western 
Ohio  to  eastern  Nebraska;  winter  wheat  area — central  and  western  Kansas, 
northwestern  Oklahoma,  and  Texas;  spring  wheat  area — most  of  North 
Dakota,  northern  South  Dakota,  and  northwestern  Minnesota;  Cotton  Belt — 
South  Carolina  and  central  Georgia  westward  through  central  Texas;  tobacco 
areas — flue-cured  areas  in  North  and  South  Carolina  and  Burley  tobacco  areas 
in  Kentucky;  dairy  areas — from  New  York  and  Pennsylvania  westward 
through  southern  and  central  parts  of  the  Lake  States  to  central  Minnesota; 
and  general  farming  areas — Appalachian  States  westward  to  central  and 
southern  Missouri.  Comparable  indices  have  not  yet  been  computed  for  areas 
in  the  Mountain  and  Western  States. 


the  year  ended  March  1949,  however,  were  only  4  and  8  percent, 
respectively.  Declines  in  prices  of  wheat  and  livestock  during 
1948,  together  with  rising  production  costs,  were  probably  the 
major  cause. 

The  response  of  land  values  to  changes  in  farm  income  in  the 
tobacco  area  is  especially  noticeable.  Tobacco  farmers  received 
exceptionally  good  returns  during  the  war  years,  and  by  March 
1,  1947,  land  values  had  increased  more  than  in  any  other  area. 
A  reduction  in  acreage  allotments  and  uncertain  export  demand 
during  the  fall  and  winter  of  1947-48  changed  the  outlook.  By 
March  1,  1948,  land  values  in  the  tobacco  area  were  only  1  percent 
above  those  of  the  previous  year.  Exports  were  resumed  in  1948, 
however,  and  prices  of  tobacco  were  maintained  at  near  the 
wartime  levels.  This  favorable  situation  was  reflected  in  an 
increase  of  7  percent  in  land  values  during  the  year  ended  March 
1949. 

Land  values  in  most  other  areas  showed  only  relatively  small 
gains  during  the  year  ended  this  March.  In  the  Corn  Belt, 
values  were  only  3  percent  higher  than  a  year  earlier,  and  in 
the  Cotton  Belt  and  dairy  area  they  were  up  only  4  percent.  It  is 
apparent  that  land  values  in  all  of  the  areas  have  responded  rather 
quickly  to  recent  declines  in  prices  received  for  the  principal 
products  of  the  area.  Thus  far,  the  effect  has  been  to  slow  down 
the  rate  of  increase  in  land  values,  rather  than  to  cause  a  decline. 
Continued  uncertainty  with  respect  to  future  trends  in  prices  of 
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farm  products,  however,  may  have  a  depressing  effect  on  land 
values  even  though  farm  income  continues  generally  favorable. 

Farm  Ownership  Transfers 

volume  of  sales 

The  total  number  of  farm  transfers  in  recent  years  has  not 
been  appreciably  greater  than  before  the  war,  but  the  type  of  sale 
has  changed  markedly.  Before  the  war,  voluntary  sales  com- 
prised only  about  40  percent  of  all  transfers.  Forced  sales  result- 
ing from  tax  delinquency  and  mortgage  foreclosure  accounted  for 
nearly  as  large  a  proportion  of  the  total.  For  the  year  ended 
March  1949,  however,  voluntary  sales  accounted  for  72  percent 
of  all  sales  and  forced  sales  declined  to  less  than  2  percent  of  the 
total.  The  number  of  transfers  as  a  result  of  gift  and  inheritance 
was  less  than  half  as  large  as  before  the  war. 

Transfers  of  farm  property  in  the  country  as  a  whole  reached 
a  peak  during  1946-47.  During  this  period  about  58  farms  out 
of  every  1,000  changed  hands  by  voluntary  sale.  The  rate  of 
transfer  declined  to  49  farms  per  1,000  of  all  farms  during  1947-48 
and  to  41  farms  per  1,000  during  1948-49.  Thus,  about  17 
percent  fewer  farms  changed  hands  during  the  year  ended  this 
March  than  during  the  previous  year  and  about  29  percent  fewer 
than  during  the  peak  year.  Despite  these  declines,  the  rate  of 
transfer  during  1948-49  was  about  50  percent  higher  than  the 
average  for  the  1935-39  period.      (See  table  4  for  comparisons.) 

All  geographic  divisions  showed  a  decline  in  the  volume  of 
voluntary  sales  during  the  year  ended  March  1949.  Decreases 
ranged  from  1  percent  in  the  New  England  States  to  22  percent 
in  the  South  Atlantic  States,  and  to  20  percent  in  the  East  North 
Central  States.  Only  six  widely  scattered  States  showed  an 
increase  in  sales  and  these  gains  were  relatively  small. 

The  highest  rate  of  voluntary  sales  during  1948-49  was  reported 
for  the  Mountain,  Pacific  Coast,  and  West  North  Central  States. 
Farms  changed  hands  in  these  regions  at  the  rate  of  about  50 
farms  per  1,000  of  all  farms.  This  is  nearly  two-thirds  more  than 
were  sold  in  the  South  Atlantic  States  and  a  fourth  more  than  in 
the  Middle  Atlantic  and  East  North  Central  States. 

The  downward  trend  in  the  volume  of  sales  during  the  last  2 
years  has  resulted  from  a  general  reluctance  on  the  part  of  pres- 
ent owners  to  sell,  and  to  unwillingness  of  many  prospective  buyers 
to  pay  current  asking  prices.  Under  these  circumstances,  the 
market  in  the  better  farming  areas  has  become  restricted  to  estate 
settlements  and  retirements  where  no  transfers  within  the  family 
have  been  worked  out.  Demand  for  tracts  for  farm  enlargement 
and  for  rural  homes  has  continued  strong  but  buyer  resistance  has 
increased  as  a  result  of  steadily  rising  market  prices  for  farm  land. 
When  prices  start  downward,  however,  prospective  buyers  tend  to 
delay  their  purchases  until  the  extent  of  the  decline  becomes 
evident.  It  appears  therefore,  that  the  volume  of  sales  may  con- 
tinue to  decline  even  though  there  may  be  some  downward 
adjustment  in  asking  prices. 
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Table  4. — Estimated  number  of  farms  changing  oivnership  by 

States,  years  ending  March  15, 


Division  and  State 


United  Sti 


New  England 

Middle  Atlantic 

East  North  Central- 
West  North  Central.. 

South  Atlantic 

East  South  Central... 
West  South  Central... 

Mountain 

Pacific _. 

New  England: 

Maine.. 

New  Hampshire 

Vermont 

Massachusetts 

Rhode  Island 

Connecticut 

Middle  Atlantic: 

New  York 

New  Jersey 

Pennsylvania. 

East  North  Central: 

Ohio 

Indiana 

Illinois 

Michigan.„ 

Wisconsin 

West  North  Central: 

Minnesota 

Iowa. 

Missouri 

North  Dakota 

South  Dakota 

Nebraska 

Kansas 

South  Atlantic: 

Delaware 

Maryland 

Virginia 

West  Virginia... 

North  Carolina 

South  Carolina 

Georgia 

Florida 

East  South  Central: 

Kentucky 

Tennessee 

Alabama 

Mississippi 

West  South  Central: 
Arkansas 

Louisiana 

Oklahoma 

Texas 

Mountain: 

Montana 

Idaho 

Wyoming 

Colorado 

New  Mexico 

Arizona 

Utah 

Nevada 

Pacific: 

Washington 

Oregon 

California 


Voluntary  sak 
and  trades  l 


Aver- 
age 
1935- 
39 


Num- 
ber 
27.2 


22.5 

25.8 
26.6 
24.7 
25.1 
33.5 
26.0 
28.4 
35.6 


26.2 
24.2 
26.6 
18.2 
20.4 
17.0 

27.5 
25.2 
24.2 

27.9 
34.1 
24.9 
26.5 
19.4 

27.9 
26.9 
30.2 
14.2 
16.5 
19.3 
22.7 

20.2 
21.9 
24.6 
20.8 
26.7 
23.4 
28.1 
25.4 

32.5 
34.5 
33.3 
33.8 

36.3 

21.2 
25.8 
22.9 

27.2 
36.1 
27.1 
31.6 
27.7 
25.6 
16.0 
17.2 

34.9 
36.5 
35.7 


1947 


Num- 
ber 

.7.7 


47.6 
55.8 
55.5 
61.7 
46.6 
62.4 
60.7 
60.7 
70.3 


58.6 
56.0 
49.5 
3S.0 
28.2 
31.0 

57.6 
42.9 
56.1 

61.9 

59.6 
39.1 
55.4 
62.7 

59.6 
50.9 
69.6 
71.0 
69.7 
56.7 
61.0 

46.0 
61.1 
41.5 
52.0 
40.8 
48.7 
53.9 
41.4 

70.9 

63.1 
03.0 
48.1 

75.0 

39.4 
73.8 
53.5 

66.0 
60.8 
64.5 
69.0 
54.0 
56.1 
43.1 
44.0 

72.2 
71.8 
68.6 


N  um- 
ber 
49.0 


36.7 
47.9 
49.3 
55.9 
39.4 
49.6 
47.8 
56.2 
55.8 


46.4 
40.1 
46.8 
19.2 
24.2 
27.3 

48.0 
36.7 
49.4 

50.6 
57.9 
41.0 
41.5 
56.6 

53.6 
45.7 
64.0 
71.5 
60.8 
50.4 
53.7 

39.3 
50.1 
39.0 
40.0 
33.8 
3S.5 
48.1 
31.3 

51.0 
47.5 
56.2 
42.6 

52.1 
25.2 
57.7 
47.0 

57.5 
62.8 
57.1 
60.3 
48.8 
60.0 
43.0 
45.2 

58.6 
61.0 
52.1 


1949 


Num 
ber 
40.8 


36.2 
39.1 
39.6 
47.8 
30.8 
40.1 
40.4 
51.8 
52.3 


42.7 
34.9 
44.5 
26.3 
27.8 
28.6 

39.5 
31.4 
39.8 

42.2 
40.6 
33.6 
31.9 
49.8 

45.7 
40.4 
56.6 
49.7 
54.1 
46.0 
43.2 

39.0 
34.1 
29.5 
33.4 
23.6 
28.5 
43.5 
25.0 

45.7 
36.8 
41.0 
35.0 

57.5 
26.1 
44.8 
34.4 

53.5 

50.0 
59.4 
55.0 
46.7 
55.0 
46.4 
43.8 

55.0 
57.3 

48.8 


Forced  sales  and  related  defaults 


Delinquent  taxes 


Aver- 
age 

1935- 
39 


Num- 
ber 
4.8 


4.7 
5.4 
2.1 
4.6 
5.8 
7.0 
4.0 
10.1 
4.2 


6.9 
5.0 
2.9 
5.3 
1.0 
1.2 

6.0 
5.5 
4.7 

1.5 

2.7 
1.8 

1.8 
2.8 

4.3 

1.8 
5.4 
8.2 
11.5 
3.0 
3.3 

2.3 
3.2 
3.6 
8.1 
7.8 
6.4 
4.3 
5.5 

4.1 

3.7 

3.8 

19.5 

7.8 
7.9 
3.6 
1.4 

16.5 
4.5 
8.1 

12.3 
8.9 
7.7 
6.5 
4.6 

6.0 
4.1 
3.2 


H)47 


X  um- 
ber 
0.7 


1.7 


.6 
.3 

1.2 
.8 
.4 


.9 

2.7 

1.0 

.1 

.1 


.6 
.5 
.8 
.5 
.9 

1.9 
.1 
.4 
.9 

3.1 
.3 


.3 
.2 

1.0 
1.4 
2.2 

.8 

.7 

.1 

.0 

1.2 

1.0 

.9 

.0 

1.0 

.2 
.6 


1948 


Num- 
ber 
0.5 


.6 
.2 

(4) 
(4) 

1.0 
.6 
.2 

.2 
.1 
.3 
.4 

.4 

1.8 

(4) 
.1 
.3 

1.0 

(4) 

(4) 

(4) 
.1 
.2 
.5 
.1 
.6 

2l5 

2.0 


Num- 
ber 
0.4 


.7 
.1 

1.0 
.1 

(4) 

(4) 

.5 

.3 


(4) 

(4) 
.1 
.8 
.1 
.3 


Foreclosures    of    mort- 
gages, bankruptcy,  etc.5 


Aver 
age 

1935- 
39 


Num- 
ber 
17.4 


10.5 
12.5 
16.2 
28.4 
12.3 
14.4 
15.4 
21.2 
17.8 


(4) 
1.1 

(4) 
1.0 

2.1 

.0 

.8 

.0 

.3 

.0 

2.0 

.5 

(4) 
.1 

(4) 
.1 

.4 

.2 

2 

2 

(4) 
1.5 

(4) 
.3 

.6 

2 

.5 

.2 

.2 

.5 

.4 

(4) 

14.8 

7.8 
16.1 
7.7 
3.9 
2.3 

12.9 

14.8 
11.9 

12.9 
15.1 
16.6 
15.8 
21.6 

21.7 
21.2 
25.8 
25.1 
54.3 
39.1 
30.0 

14.1 
11.8 
14.3 
12.4 
12.4 
12.1 
10.6 
10.6 

11.1 
13.5 
12.3 
22.8 

18.6 
13.4 
15.5 
14.6 

21.1 
19.8 
16.7 
27.7 
19.6 
11.4 
18.9 
15.7 

21.8 

19. i 

15.2 


1947 


Num- 
ber 
1.1 


1.9 
1.3 
1.0 
1.1 

.9 
1.4 
1.1 
1.4 

.7 


2.9 
2.5 

2.1 

1.2 

.6 

.4 

1.1 
2.0 
1.3 

1.4 
1.0 

.4 

.5 

1.8 

1.5 
.6 
1.0 
2.6 
1.5 
1.0 


1.0 
.6 


1.1 

.8 

2.5 


1.1 
1.8 
2.1 

1.2 
1.8 
1.0 
1.0 

1.4 
1.2 
2.6 
1.2 

.5 
1.7 
1.9 

.6 

.4 
1.0 

.8 


1  Including  contracts  to  purchase  (but  not  options). 

2  Including  loss  of  title  by  default  of  contract,  sales  to  avoid  foreclosure,  and  surrender  of  title  or  other 
:)  Including  all  other  sales  in  settlement  of  estates. 

4  None  reported. 
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various  methods  per  1,000  of  all  farms,  geographic  divisions  and 
average  1935-39,  annual  191+7-1+9 


In! 

Administrators' 

and 

Miscellaneous  and 

eritance  ana  gilt 

executors'  sales  s 

unclassified 

Total  all  classes 

Aver- 

Aver- 

Aver- 

Aver- 

age 
1935- 

1947 

1948 

1949 

age 
1935- 

1947 

1948 

1919 

age 
1935- 

1947 

1918 

1949 

age 
1935- 

1947 

1948 

1949 

39 

39 

39 

39 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

Num- 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

ber 

9.9 

4.8 

4.8 

4.8 

7.8 

9.9 

9.2 

8.4 

1.8 

1.6 

1.4 

1.3 

68.9 

75.8 

65.9 

56.9 

9.9 

5.4 

6.3 

4.9 

6.0 

8.6 

7.1 

6.7 

1.6 

1.2 

1.4 

1.3 

55.2 

66.4 

53.6 

51.6 

9.7 

4.1 

3.6 

2.8 

9.2 

10.3 

7.8 

8.0 

1.7 

1.4 

1.7 

1.0 

64.3 

73.7 

62.5 

53.7 

9.6 

4.5 

4.8 

5.1 

9.4 

11.7 

11.1 

10.1 

1.5 

1.5 

1.3 

1.6 

65.4 

74.9 

67.7 

57.3 

9.9 

4.8 

4.3 

3.6 

7.7 

12.8 

11.7 

10.7 

1.8 

1.5 

.9 

1.0 

77.1 

82.7 

73.9 

64.4 

12.8 

6.2 

6.0 

6.4 

9.5 

8.9 

10.3 

8.0 

1.9 

1.3 

2.1 

1.2 

67.4 

64.5 

59.3 

48.0 

10.0 

5.0 

5.0 

5.4 

8.1 

8.4 

6.0 

6.4 

2.1 

1.5 

1.0 

1.3 

75.1 

79.0 

63.4 

54.8 

9.1 

4.1 

5.0 

4.6 

5.2 

7.8 

8.7 

7.5 

2.1 

2.4 

1.2 

1.2 

61.8 

77.3 

64.5 

55.4 

6.8 

4.8 

4.2 

4.5 

4.8 

7.6 

7.1 

6.6 

1.9 

2.5 

1.7 

1.8 

73.2 

77.8 

70.8 

66.1 

7.5 

4.4 

3.8 

4.8 

5.0 

6.8 

4.5 

4.5 

2.1 

.5 

1.9 

1.4 

72.2 

83.1 

67.4 

64.7 

12.8 

6.4 

7.2 

4.9 

5.7 

11.0 

6.8 

7.6 

1.7 

.8 

2.0 

1.4 

68.1 

82.5 

65.5 

60.8 

8.7 

4.1 

4.0 

3.5 

6.5 

8.2 

8.6 

9.0 

1.8 

1.4 

2  2 

1.5 

54.0 

73.1 

56.9 

49.5 

7.4 

3.8 

4.9 

2.5 

9.9 

9.5 

6.3 

5.1 

1.5 

1.2 

'.9 

.9 

64.4 

68.8 

61.5 

57.4 

8.4 

6.7 

7.7 

7.1 

3.8 

6.9 

7.5 

6.0 

1.3 

2.0 

1.0 

1.8 

44.7 

55.8 

36.9 

42.5 

7.5 

5.0 

7.2 

5.0 

5.0 

5.0 

4.6 

4.6 

1.1 

1.0 

.6 

.5 

38.9 

39.9 

37.1 

38.2 

10.0 

4.6 

6.1 

5.8 

4.6 

6.0 

7.1 

6.0 

1.9 

.8 

.8 

.5 

37.0 

42.9 

41.7 

41.1 

9.9 

4.1 

3.8 

1.5 

6.4 

9.4 

6.7 

6.5 

1.6 

.9 

.8 

.6 

64.3 

73.9 

61.8 

51.1 

8.6 

3.7 

3.0 

3.2 

9.4 

10.9 

8.9 

6.2 

1.2 

.5 

1.2 

.9 

64.7 

60.5 

51.0 

43.1 

9.7 

4.2 

3.5 

3.9 

11.8 

11.0 

8.7 

9.6 

1.8 

2.1 

2.6 

1.3 

64.1 

75.6 

64.8 

57.3 

10.3 

3.5 

4.4 

5.2 

12.0 

11.0 

11.2 

8.5 

1.2 

2.0 

1.1 

2.0 

65.8 

80.4 

69.0 

59.0 

10.6 

6.5 

4.3 

8.0 

11.4 

13.1 

13.3 

13.9 

1.9 

1.4 

1.2 

3.0 

75.8 

82.1 

77.5 

67.6 

11.2 

6.3 

7.0 

7.3 

11.1 

14.5 

14.1 

12.8 

1.5 

1.2 

.6 

.6 

67.1 

62.3 

63.3 

54.7 

8.2 

2.9 

5.0 

3.1 

6.5 

10.6 

8.6 

8.4 

1.4 

.9 

2.1 

1.2 

60.2 

70.8 

58.6 

45.2 

7.0 

3.2 

3.3 

1.7 

5.0 

9.1 

7.8 

6.7 

1.7 

1.7 

1.7 

1.4 

57.5 

79.4 

70.9 

60.0 

7.9 

3.0 

3.1 

1.7 

6.4 

13.2 

9.6 

9.8 

2  2 

1.7 

1.4 

1.0 

70.4 

80.9 

70.0 

61.2 

8.2 

5.1 

6.2 

2.8 

9.0 

14.0 

14.4 

14.0 

1.6 

.9 

.4 

1.0 

68.7 

71.6 

67.1 

59.3 

10.5 

4.6 

3.2 

3.8 

8.1 

10.6 

9.6 

8.2 

1.9 

.7 

.6 

1.5 

81.9 

86.9 

78.5 

70.9 

7.4 

5.8 

3.5 

3.5 

4.5 

6.4 

6.0 

8.2 

1.9 

2.8 

.6 

.5 

61.3 

89.5 

83.2 

62.3 

12.4 

4.8 

2.7 

2.8 

7.5 

14.3 

12.4 

9.6 

1.9 

2.5 

2.7 

1.8 

104.1 

95.9 

80.8 

69.4 

11.9 

5.0 

5.1 

3.4 

9.0 

15.0 

13.8 

10.4 

1.4 

2.5 

.5 

.4 

83.7 

80.5 

70.7 

61.6 

11.5 

6.3 

5.2 

7.2 

7.9 

14.5 

14.8 

13.0 

1.3 

1.7 

.9 

.6 

76.7 

84.5 

75.0 

65.4 

13.6 

4.1 

3.5 

3.0 

10.6 

12.8 

8.6 

7.0 

1.8 

1.0 

.8 

.6 

62.6 

64.5 

52.6 
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Figure  4.- — Volume  of  Foreclosures  and  Assignments,  Voluntary 
Transfers  and  Index  Numbers  of  Value  per  Acre  of  Farm  Real 
Estate,    United  States,    1912-49. 

More  farms  have  changed  hands  by  voluntary  sale  during  the  last  8  years  than 
during  any  comparable  period  since  1910.  Foreclosures  increased  rapidly 
following  the  break  in  land  values  in  1920-21  and  continued  generally  up- 
ward to  a  peak  in  1932.  Since  then  the  trend  has  been  continuously  down- 
ward. The  number  has  been  at  a  record  low  since  1943.  Volume  of  volun- 
tary sales  during  the  year  ended  March  15,  1949,  was  17  percent  below  the 
previous  year,  but  still  50  percent  higher  than  the  1935-39  average. 

In  recent  years  the  proportion  of  all  sales  consisting  of  resales 
of  the  same  property  within  2  years  of  purchase  has  remained 
fairly  constant  at  about  a  seventh  of  all  sales.  About  two-fifths 
of  these  resales  were  held  for  less  than  6  months  and  two-thirds 
were  held  less  than  a  year.  A  comparison  of  purchase  and  resale 
prices  indicates  that  substantial  gross  profits  were  made.  Indica- 
tions are,  however,  that  the  effect  of  speculation  on  land  prices 
and  volume  of  sales  has  not  been  so  great  as  during  the  World  War 
I  period. 

TYPES   OF   BUYERS   AND   SELLERS 

Farm  land  continues  to  be  bought  and  sold  mainly  by  farm 
people  living  in  the  same  community.  Nonfarmers  are  active  as 
buyers  principally  in  areas  around  large  cities  and  in  the  better 
farming  areas  where  farm  land  serves  as  an  investment  for  non- 
farm  capital.  According  to  reports  from  dealer  correspondents, 
active  farmers  bought  68  percent  of  the  farms  sold  during  1947-48 
(table  5).  Nearly  half  of  these  were  tenants,  and  the  remainder 
were  farmers  who  already  owned  some  land.  Nonfarmers  bought 
about  half  of  the  farms  sold  in  the  New  England  and  Middle 
Atlantic  States,  but  elsewhere  they  accounted  for  from  one-fifth 
to  two-fifths  of  all  purchases. 

About  81  percent  of  all  the  farms  bought  during  1947-48  will 
probably  be  farmed  by  the  buyer.  The  increase  in  this  proportion 
in  recent  years  indicates  that  investment  buying  for  leasing  is 
becoming   less   prevalent.     Favorable   returns   from   farming   in 


THE    FARM    REAL    ESTATE    SITUATION,   1947-48    AND    1948-49 


17 


recent  years  have  speeded  up  the  transfer  of  many  farms  formerly 
operated  under  lease  into  the  hands  of  active  farmers  and  tenants. 
In  some  parts  of  the  country,  especially  in  the  Corn  and  Wheat 
Belts,  owners  of  small  farms  have  found  it  especially  profitable 
to  add  additional  acreage  in  order  to  better  utilize  modern  mech- 
anized equipment. 

Active  and  retired  farmers  together  sold  about  65  percent  of  the 
farms  transferred  in  1947-48.  An  additional  13  percent  of  the 
farms  sold  resulted  from  the  settlement  of  estates.  The  balance 
of  the  sales  came  from  liquidation  of  properties  acquired  previously 
by  foreclosure.  Most  of  these  were  owned  by  private  lenders 
as  corporate  lenders  have  already  sold  practically  all  of  the  farms 
they  acquired  during  the  1930's. 

Table  5. — Voluntary  sales  and  trades  of  farm  real  estate:  Per- 
centage of  purchases  by  local  residents,  for  farm  operation, 
farmer  and  nonfarmer  buyers,  by  geographic  divisions,  United 
States,  years  ending  Mar.  15,  average  1935-39,  annual  1946-48. 

LOCAL   RESIDENTS 


Year 

New 
Eng- 
land 

Middle 
Atlan- 
tic 

East 
North 
Central 

West 
North 
Central 

South 
Atlan- 
tic 

East 
South 
Central 

West 
South 
Central 

Moun- 
tain 

Pa- 
cific 

United 
States 

1935-39 

average... 
1946    . 

Percent 

58 
64 
59 
52 

Percent 

73 

72 
71 
69 

Percent 

84 
79 
80 
81 

Percent 

85 

88 
86 
87 

Percent 

83 
84 
81 
80 

Percent 

88 
89 
88 
87 

Percent 

80 
79 
78 
76 

Percent 

82 
77 
78 
75 

Percent 

73 
66 
64 
66 

Percent 

82 
81 

1947... 

1948 

80 
80 

PURCHASE    FOR    OPERATION 


1935-39 
average 

1946 

1947 

1948 


72 

77 

73 

73 

76 

80 

72 

86 

85 

77 

80 

75 

78 

72 

81 

79 

88 

85 

79 

80 

80 

82 

70 

79 

80 

86 

85 

76 

81 

81 

83 

72 

78 

81 

89 

86 

76 
78 
80 
81 


OCCUPATION 

OF    BUYER ACTIVE    ] 

FARMER 

1935-39 

average... 
1946 

40 
42 
40 
47 

48 
50 
47 
51 

62 
64 
62 
65 

69 
74 

76 
79 

63 

56 

54 
59 

72 
67 
66 
66 

64 
62 
64 
67 

77 
72 
75 
79 

59 
57 
54 
56 

64 
64 

1947 

64 

1948 

68 

OCCUPATION    OF    BUYER NONFARMER1 


1935-39 

average... 
1946 

60 
58 
60 
53 

52 
50 
53 
49 

38 
36 
38 
35 

31 

26 
24 
21 

37 

44 
46 
41 

28 
33 
34 
34 

36 
38 
36 
33 

23 
28 
25 
21 

41 
43 
46 
44 

36 
36 

1947. 

36 

1948 .... 

32 

Includes  retired  farmers. 
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Financing  Farm  Purchases 

In  spite  of  current  record  levels  of  land  values,  most  buyers  have 
been  able  to  obtain  adequate  financing  on  reasonable  terms. 
Those  requiring  mortgage  credit  have  often  had  a  choice  of  several 
different  sources  of  credit  on  terms  best  suited  to  their  individual 
needs.  More  than  half  of  all  sales,  however,  have  been  cash  deals, 
and  buyers'  equities  in  mortgage-financed  sales  have  averaged  just 
over  two-fifths  of  the  purchase  price.2  Thus,  the  over-all  credit 
picture  continues  to  be  generally  favorable,  although  many  buyers 
have  placed  large  mortgages  on  their  farms. 

CASH   SALES 

Farm  land  buyers  paid  cash  for  about  half  of  all  farms  they 
bought  in  1948,  a  situation  similar  to  earlier  years.  These  cash 
deals,  however,  often  involved  smaller-than-average  acreages  and 
frequently  a  lower  price  per  acre.  Data  from  sample  counties 
show  that  a  much  higher  percentage  of  farm  sales  with  a  total 
value  of  $5,000  or  less  were  cash  deals  than  were  those  in  the 
upper  price  ranges.  To  a  considerable  extent,  therefore,  cash 
sales  represent  purchases  of  small  tracts  as  additions  to  existing 
farms,  part-time  farms,  and  rural  homes  where  the  total  purchase 
price  is  relatively  small.  Purchases  by  active  farmers  and  in- 
vestors are  also  more  likely  to  be  cash  deals  than  are  those  made 
by  tenants  or  city  workers  who  intend  to  become  farmers. 

CREDIT   SALES 

In  most  parts  of  the  country,  purchase  of  a  full-size  farm  by 
a  typical  buyer  requires  a  sizable  mortgage.  On  the  average,  the 
cash-down  payment  is  about  40  percent  of  the  purchase  price  and 
the  balance  is  secured  by  a  mortgage  due  within  a  relatively  few 
years.  More  than  two-thirds  of  the  mortgage  credit  used  to 
finance  farm  purchases  in  recent  years  was  obtained  from  in- 
dividuals and  commercial  banks  (fig.  5) .  Of  that  portion  obtained 
from  individuals,  about  two-fifths  was  from  the  seller  of  the 
property.  A  detailed  study  of  more  than  700  mortgages  obtained 
from  individuals  and  commercial  banks  in  selected  counties  in 
eastern  United  States  in  1947  showed  that  about  three-fourths 
were  due  within  5  years.  However,  in  recent  years  commercial 
banks  have  tended  to  make  longer-term  farm-mortgage  loans, 
and  loans  for  10  years  are  fairly  common.  But  many  borrowers 
continue  to  use  short-term  loans  of  from  1  to  5  years  with  the 
expectation  that  they  will  be  able  to  renew  them  for  a  similar 
period  when  they  expire.  Borrowers  with  this  type  of  mortgage 
could  find  themselves  in  a  difficult  financial  position  if  farm  income 
should  drop  suddenly  or  if  a  general  tightening  in  credit  conditions 
should  occur. 

Interest  rates  on  farm  mortgages  vary  according  to  type  of 
lender,  size  of  loan,  and  part  of  the  country.  In  the  Southeast, 
for  example,  where  the  average  loan  is  small — usually  less  than 

2  Available  data  cover  only  recorded  transactions  and  they  may  overstate  the 
proportion  of  cash  sales  because  they  do  not  include  unrecorded  sales  contracts 
or  cases  in  which  buyers  may  have  incurred  debts  not  secured  by  farm  mort- 
gages in  order  to  pay  all  cash. 
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Figure   5. — Sources  of   Credit  to   Finance   Farm   Purchases.    1941-47. 

Commercial  banks  and  individuals  were  the  leading  sources  of  credit  to  finance 
farm  purchases  throughout  the  World  War  II  period.  The  proportion  fur- 
nished by  these  lenders  increased  from  less  than  half  of  the  total  in  1941  to 
almost  three-fourths  in  1947.  The  amount  of  farm-mortgage  credit  ex- 
tended by  commercial  banks  steadily  increased.  The  proportion  of  new 
farm  purchases  financed  by  Federal  credit  agencies  and  insurance  com- 
panies declined. 


$3,000 — and  where  most  of  the  credit  is  supplied  by  individuals  and 
banks,  the  most  frequent  interest  rate  reported  was  6  percent. 
In  the  Corn  Belt,  however,  where  mortgage  loans  average  more 
than  twice  as  much,  the  most  frequent  rate  of  interest  is  4  percent. 
In  general,  large  long-term  mortgages  usually  carry  a  lower 
interest  rate  than  do  small  short-term  mortgages. 

FARM   MORTGAGES   RECORDED  AND  OUTSTANDING  DEBT 

Mortgages  Recorded. — The  extent  to  which  purchases  of  farm 
land  have  been  on  a  cash  basis  in  recent  years  is  reflected  in  the 
relatively  small  amount  of  farm-mortgage  recordings  in  relation 
to  the  current  nigh  volume  of  sales.  After  reaching  a  World 
War  II  peak  of  1.5  billion  dollars  in  1946,  which  was  about  double 
the  1937-40  average,  the  dollar  volume  of  farm-mortgage  record- 
ings has  declined  each  year  since.  Total  recordings  during  1948 
were  probably  about  4  percent  below  the  peak  and  down  1  percent 
from  1947.3 

At  the  peak  of  the  World  War  I  land  boom  in  1920,  total  farm- 
mortgage  recordings  amounted  to  more  than  3.6  billion  dollars. 
Many  of  these  mortgages  represented  refinancing  of  earlier  short- 
term  loans.  During  the  period  1946-48,  however,  when  prices  of 
farm  land  averaged  near  the  1920  peak  and  volume  of  sales  was 
at  least  10  percent  larger,  mortgage  recordings  averaged  less  than 

3  All  data  pertaining  to  farm-mortgage  recordings  were  compiled  by  the 
Economic  and  Credit  Research  Division  of  the  Farm  Credit  Administration 
and  the  Bureau  of  Agricultural  Economics.  The  recordings  include  mort- 
gages written  to  finance  new  farm  purchases  and  to  refinance  old  mortgages  as 
well  as  mortgages  placed  on  farms  to  finance  buildings  or  other  improvements. 
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1.5  billion  dollars  annually.  Much  of  this  difference  was  due  to 
the  larger  cash  resources  of  land  buyers  during  and  following 
World  War  II  and  to  the  larger  average  down  payments  made 
on  mortgage-financed  transfers  than  during  the  World  War  I 
period.  However,  the  difference  also  reflects  the  use  of  longer- 
term  loans  which  tended  to  reduce  the  need  for  frequent  re- 
financing. 

Some  significant  aspects  of  the  current  financial  position  of  land 
owners  are  not  apparent  from  the  situation  described  above. 
Even  though  only  about  half  of  the  buyers  of  farm  land  in  recent 
years  have  incurred  mortgage  debts,  many  of  these  debts  are  large 
and  will  require  careful  management  to  avoid  future  difficulty. 
The  average  size  of  mortgage  loans  has  been  climbing  steadily, 
about  doubling  since  prewar,  and  debt-to-value  ratios  on  at  least 
a  third  of  the  mortgaged  transfers  exceed  75  percent. 

Some  significant  shifts  occurring  in  the  sources  of  farm- 
mortgage  credit  have  a  bearing  on  interest  rates  and  maturity 
dates.  The  dollar  value  of  mortgage  credit  supplied  by  insurance 
companies  during  1948  was  12  percent  larger  than  in  1947.  Their 
loans  tend  to  be  for  larger  than  average  amounts  and  for  longer 
periods  than  those  of  almost  any  other  type  of  lender.  On  the 
other  hand,  commercial  banks  supplied  about  10  percent  less  credit 
in  1948  than  in  1947.  The  proportion  supplied  by  the  other  lend- 
ers remained  essentially  the  same  as  in  the  previous  year,  although 
individuals  increased  slightly  in  importance  as  lenders.  The  pro- 
portion provided  by  the  Federal  credit  agencies  remained  un- 
changed from  the  previous  year  at  about  12  percent  of  the  total. 

Outstanding  Farm-Mortgage  Debt. — The  all-time  peak  in 
farm-mortgage  debt  was  reached  5  years  after  the  end  of  World 
War  I.  The  combination  of  the  rapid  increase  in  land  prices,  ex- 
tensive use  of  credit  to  buy  farms,  refinancing  of  short-term  obliga- 
tions, and  the  collapse  in  prices  of  farm  products  resulted  in  a  total 
mortgage  debt  of  nearly  11  billion  dollars  in  1923.  This  was  20 
percent  of  the  value  of  all  farm  real  estate  at  that  time.  The  debt 
load  declined  slightly  during  the  next  8  years,  but  even  the  wide- 
spread foreclosures  and  refinancing  of  the  1930's  did  not  bring  the 
debt  back  to  the  pre- World  War  I  level  (fig.  6) .  At  the  beginning 
of  1941,  the  total  debt  was  still  6.5  billion  dollars,  or  about  1.5 
billion  dollars  more  than  immediately  before  World  War  I.  Ris- 
ing farm  income  during  W'orld  War  II  enabled  mortgaged  owners 
to  pay  off  debts  at  an  accelerated  rate  until  a  low  point  of  4.7 
billion  dollars  was  reached  at  the  beginning  of  1946.  But  the 
trend  since  that  date  has  been  reversed,  and  new  debts  have 
been  incurred  faster  than  old  ones  have  been  paid  off.  The  esti- 
mated total  farm-mortgage  debt  on  January  1,  1948,  was  $4,881,- 
744,000,  or  about  4  percent  above  the  1946  low.  Indications  are 
that  the  total  debt  at  the  beginning  of  1949  was  about  5  percent 
above  the  previous  year  or  5.1  billion  dollars. 

Distribution  of  the  outstanding  debt  among  the  various  classes 
of  lenders  changed  relatively  little  between  1947  and  1948.  As  of 
January  1,  1948,  individuals  held  40  percent  of  the  total,  com- 
mercial banks  held  16  percent,  insurance  companies  19  percent, 
and  all  Federal  credit  agencies  together  held  the  balance  of  about 
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25  percent.  However,  marked  changes  occurred  in  the  dollar 
holdings  of  each  class  of  lender.  Commercial  banks  increased 
their  loans  by  16  percent,  whereas  the  Federal  land  bank  and  its 
related  agencies  snowed  a  decrease  of  11  percent  in  dollar  volume 
of  loans  outstanding.  Small  increases  of  4  and  5  percent,  re- 
spectively, occurred  in  amount  of  mortgages  held  by  individuals 
and  by  life  insurance  companies. 
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Jo 


1910 


1915 


1920 


1925 


1930 


1935 


1940 


1945 


1950 


Figure  6. 


-Farm-Mortgage  Debt  Held  by  Major  Lender  Groups, 
United  States.   January    i.    i9io-48. 


Farm-mortgage  debt  hit  an  all-time  peak  of  nearly  11  billion  dollars  in 
1923.  By  1946  it  had  declined  to  4.7  billion  dollars,  but  by  January  1,  1949.. 
it  had  increased  to  5.1  billion.  Up  to  1925,  individuals  and  miscellaneous 
lenders  held  over  50  percent  of  the  total  outstanding  farm-mortgage  debt. 
Insurance  companies  then  became  more  active  as  lenders;  during  1925-33 
they  held  about  20  percent  of  the  total  debt.  Then  widespread  foreclosures 
and  refinancing  brought  Federal  lending  agencies  into  the  field.  Their  com- 
bined holdings  from  1936  to  1943  amounted  to  more  than  40  percent  of  the 
total.  By  January  1,  1948,  their  proportion  had  declined  to  25  percent, 
whereas  insurance  companies  held  19  percent  and  individuals  and  miscel- 
laneous lenders  held  40  percent. 


The  2-percent  increase  in  total  debt  between  1947  and  1948  was 
more  than  offset  by  the  7-percent  increase  in  the  total  value  of  all 
farm  property.  Consequently,  the  over-all  debt-to-value  ratio 
declined  from  8.2  percent  for  1947  to  7.8  percent  for  1948,  the 
lowest  on  record  since  1910.  Although  this  reflects  an  extremely 
favorable  credit  condition  for  agriculture  as  a  whole,  a  substantial 
group  of  farm  owners  still  have  large  mortgages  to  pay  off  in  the 
years  ahead. 

FARM  INCOME,  LAND  EARNINGS,  AND  VALUES 

Farmers  received  the  largest  cash  income  on  record  in  1948 — 
about  2  percent  more  than  in  1947  and  more  than  3.5  times  as  much 
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as  in  1935-39.  They  also  paid  out  more  in  operating  expenses, 
however,  so  net  farm  income  for  1948  was  down  about  11  percent 
from  the  previous  year.  This  was  the  first  time  in  10  years  that 
net  income  declined. 

Land  values  have  shown  a  more  pronounced  tendency  to  level 
off  since  last  November  than  might  have  been  expected  from  the 
relatively  small  decline  in  net  income.  A  study  of  past  relation- 
ships shows  that  changes  in  land  values  tend  to  lag  behind  changes 
in  farm  income.  During  a  relatively  stable  period,  year-to-year 
changes  in  farm  income  have  had  relatively  little  effect  on  land 
values.  It  appears,  therefore,  that  the  recent  trend  in  values  has 
been  influenced  more  by  the  uncertain  outlook  for  prices  of  farm 
products  than  by  the  small  decline  in  net  income  that  has  occurred 
thus  far. 

Prices  and  Production  of  Farm  Products 

Prices  of  farm  products  have  increased  more  during  the  last 
8  years  than  during  any  other  period  on  record.  The  index  of 
287  for  1948  (1909-14=100)  was  168  percent  above  the  1935-39 
average  and  36  percent  above  the  previous  peak  reached  in  1920 
(fig.  7).     Prices  for  both  crops  and  for  livestock  and  livestock 
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Figure    7. Prices    Received    and    Paid    by    Farmers,    and    Ratio,    and 

Wholesale    Prices    of    Nonagricultural    Products.    United    States. 
i9io-48    (Index   Numbers,    1910-14  —  ioo)  . 

Prices  received  by  farmers  in  1948  averaged  only  3  percent  higher  than  in 
1947,  but  prices  paid  were  up  8  percent.  This  is  the  second  consecutive  year 
in  which  costs  have  increased  more  than  have  prices  received.  During  the 
early  years  of  both  war  periods,  prices  received  by  farmers  went  up  faster 
than  did  prices  paid.  But  when  prices  of  farm  commodities  fall  they 
decline  more  rapidly  than  do  the  costs  of  things  farmers  buy.  The  ratio 
between  prices  received  and  prices  paid  reached  a  peak  of  132  in  October 
1946  but  averaged  121  for  the  year.  The  parity  ratio  was  down  slightly  to 
120  in  1947  and  averaged  115  for  1948.     By  April  1949  it  had  declined  to  106. 
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products  increased  at  about  the  same  rate  from  1940  to  1945,  but 
from  1946  to  1948  crop  prices  increased  only  11  percent,  whereas 
for  livestock  prices  the  increase  was  33  percent  (table  6). 

Prices  of  farm  products  fluctuated  over  a  wide  range  during 
1948.  After  reaching  a  new  peak  in  January,  the  index  declined  9 
percent  in  February,  and  then  moved  upward  to  another  high  in 
July  which  was  nearly  equal  to  the  January  peak.  Prices  dropped 
almost  steadily  from  August  1948  to  February  1949  and  then 
remained  substantially  unchanged  through  March,  April,  and 
May.  Prices  of  food  grains,  feed  grains,  and  hay  and  truck 
crops  showed  the  sharpest  declines  from  the  1948  peak.  By  May 
15,  1949,  prices  of  all  crops  had  dropped  18  percent  from  the 
January  1948  peak,  and  prices  of  livestock  and  livestock  products 
had  declined  19  percent  from  the  July  and  August  peak. 

Farmers  increased  their  acreage  of  many  crops  in  1948  and 
the  favorable  weather  contributed  further  to  a  record  high  volume 
of  farm  production.  Total  farm  output  of  agricultural  products  in 
1948  was  41  percent  larger  than  in  1935-39  and  9  percent  larger 
than  in  1947.  But  volume  of  crop  production  wTas  12.5  percent 
larger  than  in  1947  and  6  percent  more  than  in  the  previous  peak 
year  af  1946.  The  volume  of  livestock  production  (excluding 
workstock)  reached  a  peak  during  the  period  1943-45  and  has 
since  declined.  Production  in  1948  was  about  4  percent  less  than 
in  1947. 

The  high  level  of  farm  production  during  1948  maintained 
cash  receipts  in  many  areas  at  or  above  the  level  of  the  previous 
year  despite  the  declines  in  prices  of  many  farm  products  during 
the  last  half  of  the  year.  But  it  is  clear  that  favorable  weather 
and  further  increases  in  production  cannot  be  counted  on  indefi- 
nitely to  compensate  for  lower  prices.  Prospective  buyers  will  be 
justified  in  estimating  future  incomes  on  the  basis  of  somewhat 
lower  levels  of  production,  as  well  as  lower  prices,  than  have  pre- 
vailed in  recent  years. 

Farm  Income  and  Costs 

Cash  farm  income  from  marketings  and  Government  payments 
reached  a  new  record  high  in  1948.  Preliminary  estimates  place 
farm  income  at  30.8  billion  dollars,  nearly  2  percent  above  the 
previous  year.  If  the  value  of  products  consumed  on  the  farm  and 
the  rental  value  of  farm  homes  are  added  to  'this  cash  income,  a 
gross  income  of  35.3  billion  dollars  is  indicated.  This  amount  is 
roughly  three  and  one-third  times  the  1935-39  average,  twice  the 
1919  peak  of  World  War  I,  and  six  times  the  depression  low  of 
1932.  Nonmoney  income,  was  estimated  at  4.5  billion  dollars  in 
1948,  up  about  2  percent  from  1947. 

Cash  farm  income  was  higher  in  1948  than  in  1947  largely 
because  of  a  3-percent  increase  in  cash  receipts  from  livestock  and 
products.  Cash  income  from  crops  was  practically  the  same  as 
in  1947.  Government  payments  totaled  256.5  million  dollars,  or 
18  percent  less  than  in  1947. 

Farm  production  expenses  were  also  at  record  high  levels  in 
both  1947  and  1948.  They  increased  from  16.9  billion  dollars  to 
18.7  billion,  or  about  11  percent.     Current  operating  expenses  were 
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only  about  10  percent  higher  in  1948,  but  expenses  for  keeping  up 
buildings  and  for  operating  motor  vehicles  and  farm  machinery 
increased  about  24  percent.  Total  production  expenses  during 
each  of  the  last  2  years  have  been  about  three  times  as  high  as 
before  the  war  and  twice  as  high  as  during  the  World  War  I  peak. 
In  fact,  the  amount  farmers  paid  out  in  1947  and  1948  was  about 
65  percent  greater  than  the  average  annual  gross  farm  income  in 
1935-39  and  nearly  three  times  as  much  as  gross  farm  income  in 
1932  (fig.  8). 

Despite  sharp  increases  in  prices  paid  by  farmers,  the  relation- 
ship between  prices  paid  and  prices  received  remained  generally 
favorable  to  agriculture  during  1948  (table  7).     The  parity  ratio 
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-Gross    Farm    Income,    Production    Expenses,   and    Realized 
ncome  of   Farm   Operators.    United   States,    i9io-48. 

Beginning  in  1942,  farmers  received  a  larger  annual  net  income  than  in  1919, 
the  peak  year  of  World  War  I.  Gross  farm  income  for  1948  was  about  3 
percent  above  1947,  but  production  expenses  were  up  about  8  percent.  This 
resulted  in  the  first  decline  in  net  income  in  10  years.  Realized  net  farm 
income  for  1948  was  still  more  than  three  and  a  half  times  the  1935-39 
average. 
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was  122  in  January  1948  but  it  dropped  to  112  in  February,  then 
fluctuated  between  115  and  120  during  the  summer  and  early  fall. 
Prices  of  farm  products  continued  to  decline  during  the  remainder 
of  the  year  but  costs  continued  at  previous  levels.  The  parity 
ratio  dropped  to  108  for  December,  and  averaged  115  for  the  year 
1948.  Prices  received  declined  more  than  did  prices  paid  during 
the  first  5  months  of  1949,  however,  and  the  parity  ratio  reached 
a  new  low  of  105  in  February.  The  ratio  rose  1  point  in  March 
and  April,  but  dropped  to  104  in  May. 

Although  the  over-all  parity  ratio  has  been  held  above  100  by 
exceptionally  good  prices  for  most  livestock  and  products,  most 
farm  crops  were  selling  below  parity  in  early  1949.  Prices  of 
citrus  fruits  were  farthest  below  parity,  while  most  feed  grains 
were  selling  at  about  75  percent  of  their  parity  price.  Many  of 
these  received  active  price  support  from  Government  programs. 
During  1947,  however,  Government  price  supports  were  necessary 
for  only  about  a  fourth  of  the  25  commodities  for  which  supports 
were  authorized.  Therefore,  the  maintenance  of  a  high  level  of 
farm  income  may  depend  more  upon  various  types  of  Government 
programs  than  it  has  clone  in  recent  years.  Land  values  are  far 
less  likely  to  be  sustained  or  increased  if  production  restrictions 
are  required  than  they  would  be  if  supply  and  demand  conditions 
held  most  farm  prices  above  support  levels. 

The  squeeze  between  declining  agricultural  prices  and  high 
operating  costs  which  developed  during  the  last  half  of  1948  has 
probably  been  of  greater  concern  to  prospective  land  buyers  than 
to  established  operators.  The  cost  of  modern  farm  equipment 
now  makes  up  a  larger  proportion  of  the  total  farm  investment 
than  in  previous  years.  In  many  areas,  the  combination  of  high 
prices  for  land  and  the  additional  capital  required  to  equip  a  farm 
has  raised  the  total  investment  outlay  beyond  the  reach  of  a  large 
group  of  prospective  buyers.  Tenants  and  persons  entering 
farming  for  the  first  time  have  become  increasingly  aware  of  this 
situation.  Buyers  who  intend  to  hold  land  as  an  investment  have 
not  been  affected  by  the  rising  costs  of  farm  equipment.  They 
have  found,  however,  that  taxes,  insurance,  and  building  repair 
and  maintenance  have  been  increasing  steadily  and  are  not  likely 
to  decline  as  rapidly  as  their  rental  returns. 

Judging  from  past  experience,  farm  operating  costs  in  1949 
will  probably  not  decline  as  much  as  prices  received  for  farm 
products.  Livestock  farmers  may  find  that  their  costs  will  be 
somewhat  lower  than  in  1948  because  of  lower  feed  prices,  but  op- 
erators of  most  other  types  of  farms  may  expect  higher  costs. 
Better  utilization  of  present  farm  equipment  and  more  careful 
appraisal  of  the  savings  possible  from  new  equipment  will  be 
needed  on  many  farms  to  maintain  a  favorable  relationship  be- 
tween income  and  expenses. 

Income-cost  relationships  were  still  favorable  to  agriculture 
during  1947  and  the  realized  net  income  to  farm  operations  ad- 
vanced to  a  record  high  of  17.7  billion  dollars.  This  was  about 
20  percent  more  than  in  1946  and  the  highest  on  record.  Prices 
paid  by  farmers  increased  more  than  did  prices  received  during 
1948,  however,  and  preliminary  estimates  place  net  farm  income 
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for  1948  at  16.6  billion  dollars,  down  about  7  percent  from  the 
previous  year.  This  amount  was  still  about  3.7  times  as  high  as 
the  average  for  the  1935-39  period  and  nearly  twice  the  previous 
peak  reached  in  1919. 

The  squeeze  between  declining  agricultural  prices  and  rising 
costs,  anticipated  in  1947  but  not  apparent  until  1948,  caused  land 
values  to  decline  during  1947-48  in  the  citrus  areas  of  California 
and  Florida.  In  other  areas  there  was  a  noticeable  leveling  off 
which  could  be  attributed  to  lower  farm  income.  For  the  country 
as  a  whole,  however,  the  upward  trend  in  land  values  was  mod- 
erated rather  than  checked.  Net  land  returns  remained  generally 
high  because  land  values  have  lagged  behind  the  increase  in  farm 
income. 

Comparison  of  Trends  in  Farm  Income  and  Land  Values 

Trends  in  land  values  tend  to  follow,  rather  than  to  respond 
immediately,  to  changes  in  farm  income.  This  lag  results  from 
the  uncertainty  that  a  particular  level  of  income  will  be  main- 
tained long  enough  to  warrant  a  change  in  land  values.  Higher 
farm  earnings  for  a  single  year,  or  even  for  several  years,  are 
largely  discounted  unless  it  appears  relatively  certain  that  they 
will  continue  for  a  considerable  period.  Even  then,  the  full 
increase  in  income  is  seldom  capitalized  into  land  values.  The 
amount  and  the  rate  of  response  in  an  area  depends  upon  how  fast 
individual  farmers  can  adjust  their  production  to  take  advantage 
of  favorable  prices  for  certain  farm  commodities  and  the  relative 
proportion  of  the  total  farm  capital  invested  in  land  and  nonland 
items.  The  proportion  of  farm  income  paid  out  for  operating 
expenses  and  the  rates  of  increase  of  these  expenses  are  among 
other  important  factors.  Thus,  land  values  might  be  expected  to 
respond  more  quickly  to  increased  farm  income  in  an  area  in  wmich 
cash  crops  are  important  and  where  investments  in  machinery 
and  other  equipment  are  small. 

During  the  World  War  I  period,  farm  income  increased  more 
rapidly  and  reached  higher  levels  relative  to  the  prewar  period 
than  did  land  values.  This  was  also  generally  true  during  the 
World  War  II  period.  The  lag  was  greater,  however,  during  the 
1940-48  period,  and  variation  among  the  States  and  geographic 
divisions  was  wider  (fig.  9).  In  some  areas  a  very  large  propor- 
tion of  the  war-period  increases  in  farm  income  were  reflected  in 
increased  land  values.  In  others,  on  the  contrary,  the  land  market 
was  very  slow  to  respond.  For  the  country  as  a  whole,  land 
values  increased  only  about  half  as  much  as  did  farm  income. 
Between  1935-39  and  1948,  gross  farm  income  increased  about  242 
percent.  By  November  1948  land  values  had  increased  only  113 
percent.  Thus,  for  each  increase  of  1.00  percent  in  gross  farm 
income,  farm-land  values  increased  only  0.47  percent.  In  the 
World  War  I  period,  gross  farm  income  increased  136  percent 
(from  1910-14  to  1919)  and  land  values  increased  75  percent 
(from  1910-14  to  March  1920).  This  is  an  increase  of  0.55 
percent  for  each  increase  of  1.00  percent  in  gross  farm  income. 
These  comparisons  probably  indicate  that  buyers  of  farm  land 
during  the  World  War  II  period  were  generally  more  inclined  to 
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regard  the  increases  in  farm  incomes  as  temporary  than  was  the 
case  during  World  War  I. 

In  some  parts  of  the  country  the  response  of  farm-land  values  to 
increases  in  farm  income  have  been  a  sixth  as  great  as  in  others. 
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MGURE     9. GROSS     FARM     INCOME    AND     VALUE     OF     FARM     REAL     ESTATE     PER 

Acre  on  March  of  Following  Year,  by  Geographic  Divisions  and  the 
United  States.    1940-48    (Index  Numbers.    1935-39  =  100). 

Since  1940,  farm-land  values  in  the  country  as  a  whole  have  increased  only 
about  half  as  much  as  has  gross  farm  income.  But  considerable  variation 
in  the  rate  of  response  is  found  in  different  regions.  In  the  West  North 
Central  States,  for  example,  gross  farm  income  was  more  than  four  times 
the  1935-39  average  during  the  last  2  years  while  land  values  were  about 
twice  as  high.  In  the  East  South  Central  States,  however,  farm  income  in 
1948  was  only  a  little  more  than  three  times  as  much  as  in  1935-39,  and 
farm-land  values  were  2.5  times  as  high. 


In  the  Dakotas,  for  example,  gross  farm  incomes  were  about  6  times 
as  high  in  1947  and  1948  as  they  were  in  1935-39.  But  land  values 
in  these  States  were  less  than  twice  as  high  in  November  1948  as 
they  were  in  1935-39.  This  means  that  for  each  percentage 
increase  in  gross  farm  income,  land  values  increased  less  than  a 
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sixth  as  much.  In  contrast,  gross  farm  incomes  in  the  South- 
eastern States  were  generally  less  than  three  times  as-  high  as 
in  1935-39  and  land  values  were  about  2.5  times  as  high.  In  a 
number  of  States  in  this  region,  such  as  North  and  South  Carolina, 
Mississippi,  Kentucky,  and  Tennessee,  the  increase  in  land  values 
has  been  70  percent  or  more  of  the  increase  in  farm  income. 

In  addition  to  the  factors  previously  mentioned,  several  factors 
of  local  importance  appear  to  be  responsible  for  differences  from 
area  to  area  in  the  response  land  values  have  shown  to  changes  in 
farm  income.  Differences  in  farming  systems  and  institutional 
arrangements  that  affect  the  proportion  of  gross  income  going  to 
land  are  of  some  importance.  Another  factor  is  variation  in 
weather  conditions,  such  as  in  the  Plains  States,  where  they  were 
generally  poor  during  the  1935-39  period  and  unusually  good 
during  the  war  period. 

In  the  Southeastern  States  industrial  expansion  was  marked 
during  the  war  years  and  general  economic  conditions  were  greatly 
improved.  These  factors  appear  to  have  stimulated  land  values. 
Nonfarm  income  per  capita  had  increased  relatively  more  by  1947 
in  this  region  than  in  any  other  even  though  wage  rates  and  dollar 
incomes  in  the  area  remained  lower  than  in  other  regions.  Full 
employment  in  textile  mills  and  in  war  industries  created  strong 
demand  for  small  farms  for  rural  homes  which  would  provide 
cheaper  living  and  possible  places  of  refuge  or  retirement  if  con- 
ditions of  partial  employment  that  were  typical  before  the  war 
should  return.  Small  savings  could  be  used  to  better  advantage 
for  this  purpose  there  than  in  most  other  areas  because  of  the 
relatively  low  dollar  value  of  farm  lands.  Average  value  per  farm 
sold  in  this  area  during  1947-48  was  less  than  $9,000,  and  small 
tracts  suitable  for  part-time  farms  required  correspondingly  less 
capital.  It  seems  reasonable,  therefore,  to  attribute  at  least  a 
part  of  the  increase  in  land  values  in  the  Southeast  to  the  relatively 
high  nonfarm  incomes  that  have  prevailed  in  the  last  few  years. 

Relationship  of  Land  Earnings  and  Land  Values 

Neither  gross  nor  net  farm  income  is  satisfactory  for  analyzing 
income-value  relationships  as  both  include  returns  to  operating 
capital  and  to  management  in  addition  to  returns  to  land  alone. 
Net  rents  paid  for  the  use  of  rented  lands  more  nearly  approximate 
what  is  needed  to  understand  trends  in  land  values.  These  rents 
have  been  calculated  for  both  cash-rented  and  share-rented  lands. 

In  those  areas  in  which  cash  renting  is  common,  net  cash  rents 
provide  a  measure  of  net  land  returns  that  is  easily  calculated 
and  understood.  These  net  rents  are  obtained  by  deducting  land- 
lord's expenses  for  taxes,  building  repairs,  and  depreciation  from 
gross  cash  rents.  If  this  net  rent  is  expressed  as  a  percentage  of 
the  reported  value  of  the  farm  lands  rented  for  cash,  a  measure  of 
the  rate  of  return  is  obtained  that  can  be  compared  with  the  mort- 
gage rate  of  interest  and  with  the  rate  of  returns  on  other  types  of 
investment.  This  is  a  fairly  reliable  measure  of  the  rate  of  return 
to  land  during  stable  periods,  but  during  periods  of  rapidly  rising 
or  falling  rents  it  may  be  misleading.  During  such  periods,  cash 
rents    do   not   change   as   rapidly   as    does   farm   income.     Con- 
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sequently,  when  farm  prices  are  falling  they  tend  to  overstate  land 
income;  conversely,  when  prices  are  increasing,  cash  rents  are 
probably  biased  downward  and  they  understate  the  share  of  the 
income  that  land  may  claim. 

CASH   RENTS  AND  VALUES 

Notwithstanding  limitations  in  the  use  of  cash  rents  as  a 
measure  of  land  returns,  estimates  have  been  prepared  for  12 
States  in  the  North  Central  region  where  cash  renting  is  fairly 
common.  These  are  based  on  reports  made  annually  by  crop  re- 
porters which  show  the  average  cash  rent  paid  in  their  communi- 
ties and  the  estimated  value  of  farm  lands  rented  for  cash.  De- 
ductions were  made  from  gross  cash  rents  for  taxes  and  for 
building  depreciation  and  repairs  to  obtain  an  approximate  net 
rent  per  acre.  The  value  of  cash-rented  lands,  the  estimated 
net  cash  rent  per  acre,  and  the  ratio  of  rent  to  value  for  the  North 
Central  States  are  shown  in  table  8. 

These  data  show  that,  although  cash  rents  have  increased,  they 
have  scarcely  kept  pace  with  land  values.  In  Illinois,  for  example, 
farm  lands  valued  at  $100  per  acre  in  1940  yielded  a  net  rent  of 
S4.17  per  acre,  or  4.2  percent.  By  1948,  value  per  acre  had 
about  doubled  and  net  rent  was  estimated  at  $8.34  per  acre,  or 
4.1  percent  of  its  value.  In  Iowa,  farm-land  values  increased 
more  than  did  net  rents;  therefore,  the  rate  of  return  since 
1945  has  actually  been  less  than  in  1940  and  1941.  This  was  true 
also  for  Minnesota,  Nebraska,  and  Ohio. 

Judging  from  the  rent-to-value  ratios  that  have  prevailed  in  the 
North  Central  States,  money  invested  in  farm  lands  that  are 
rented  for  cash  have  yielded  about  the  same  rate  of  return  as  farm 
mortgages.  But  as  farm  lands  in  this  area  have  increased  in  value 
at  the  rate  of  nearly  15  percent  per  year  since  1940,  the  realizable 
gain  would  be  much  greater.  A  similar  situation  existed  during 
the  World  War  I  period  when  many  buyers  placed  more  emphasis 
on  the  expected  gains  to  be  made  from  the  rising  market  than  they 
did  on  the  year-to-year  income.  Land  values  dropped  so  suddenly 
in  1921  and  later  years  that  little  if  any  of  the  paper  profits  exist- 
ing at  the  peak  in  1920  were  ever  realized. 

SHARE   RENTS 

The  value  of  share  rents  responds  more  readily  to  changes  in 
farm  income  than  do  cash  rents,  even  though  the  fractional  shares 
remain  substantially  unchanged.  Net  share  rents  tend  to  increase 
faster  than  farm  income  when  prices  are  rising  because  many  of 
the  expenses  paid  by  the  landlord  do  not  increase  as  rapidly  as  do 
current  operating  expenses.  For  these  reasons,  farm  land  rented 
for  a  share  of  the  crop  has  yielded  a  higher  rate  of  return  than  has 
cash-rented  land.  Under  the  share-renting  arrangement,  the  land- 
lord benefits  from  higher  prices  for  farm  products  and  increased 
production  but  he  also  bears  some  of  the  risks  of  price  declines  and 
bad  weather. 

Because  of  lack  of  sufficient  information  it  has  not  been  possible 
to  calculate  net  rents  for  share-rented  lands  that  are  comparable 
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with  the  rents  for  cash-rented  lands  on  a  State  basis.  But  esti- 
mates have  been  made  for  the  United  States  as  a  whole  which  show 
that  in  recent  years  the  gross  rent  per  acre  of  land  share-rented 
has  been  more  than  three  times  the  1935-39  average.  Preliminary 
estimates  for  1948  show  a  slight  decline  in  these  gross  rents  from 
the  1947  peak,  and  this  seems  reasonable  in  view  of  the  4-percent 
decline  in  prices  received  for  farm  crops.  Landlords'  expenses 
have  also  increased,  however,  so  that  net  rents  on  share-rented 
lands  in  1948  were  probably  below  the  previous  year. 

NET   LAND   RETURNS  AND   VALUE 

Estimates  of  net  rents  on  leased  lands  have  been  used  as  a  basis 
for  computing  a  series  to  show  net  land  earnings  for  all  lands.4 
Despite  some  theoretical  shortcomings,  as  well  as  imperfections  of 
the  basic  data  (such  net  rents  include  some  returns  for  manage- 
ment and  working  capital  furnished  by  landlords)  the  series  shown 
in  figure  10  are  believed  to  show  the  general  relationship  between 
net  land  returns  and  farm  real  estate  values. 

Net  land  earnings  reached  a  record  high  level  of  369  (1935- 
39=100)  in  1947  and  they  were  only  slightly  lower  in  1948. 
Despite  this  small  decline,  the  level  of  land  earnings  in  1948  was 
56  percent  above  the  1919  peak  of  the  World  War  I  period  and 
nearly  eight  times  the  depression  low  of  1932.  Because  land 
values  were  slow  to  respond  to  increases  in  farm  income  during 
the  early  World  War  II  period,  net  land  earnings  increased  from  a 
prewar  level  of  slightly  more  than  5  percent  of  value  to  more  than 
9  percent  for  the  period  1943-45.  During  the  last  3  years,  how- 
ever, land  values  have  risen  faster  than  have  net  land  returns,  and 
the  ratio  of  returns  to  value  has  declined  to  a  little  more  than  8 
percent.  This  is  still  nearly  twice  the  current  farm-mortgage 
interest  rate,  a  situation  that  encourages  the  buying  of  farm  land. 

This  comparison  of  the  rate  of  returns  on  farm  land  and  the 
farm-mortgage  interest  rate  is  of  special  significance  because  it 
suggests  that  basic  changes  in  income-value  relationship  have  taken 
place  since  World  War  I.  In  the  1910-14  period,  net  land  returns 
were  only  a  little  more  than  4  percent  of  current  land  values, 
compared  with  a  mortgage  rate  of  more  than  6  percent.  Ap- 
parently, land  buyers  were  paying  6  percent  interest  on  farm 
mortgages  to  buy  land  yielding  4  percent,  in  the  expectation  that 
land  values  would  increase  somewhat  more  than  2  percent  a  year 


4  For  this  purpose  a  "net  land  returns"  series  was  derived  by  the  following 
methods:  (1)  A  set  of  rent-value  ratios  was  calculated  on  the  basis  of  two 
series:  (a)  Net  rent  per  acre  of  leased  land  in  farms;  and  (b)  value  per  acre 
of  leased  land  in  farms  (value  as  of  March  1  is  related  to  rent  of  the  preceding 
year) .  (2)  This  ratio  was  applied  to  the  average  value  per  acre  of  all  land  in 
farms  (as  of  March  1)  and  the  resulting  amount  was  designated  as  the  "net 
land  returns"  per  acre  in  the  preceding  year.  This  series,  converted  to  index 
form  (1935-39  =  100) ,  is  given  in  figure  9,  with  the  index  of  farm  real  estate 
values,  the  ratio  between  values  and  rents,  and  the  farm-mortgage  interest 
rates.  The  ratio  relates  net  rent  or  "net  land  returns"  and  the  value  of  leased 
land.  The  basic  assumption  is  that  the  ratio  of  net  land  returns  to  value  for 
all  farm  land  is  the  same  as  the  ratio  of  net  rent  to  value  for  leased  land  in 
farms;  or,  less  strictly,  that  the  per  acre  net  rent  attributable  to  all  land  in 
farms  may  be  approximated  by  applying  the  latter  ratio  to  the  value  per  acre 
of  all  land  in  farms. 
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DEPARTMENT    OE    AGRICULTURE 


FARM   REAL  ESTATE:  NET   RETURNS,  VALUE   PER  ACRE, 

RATIO   OF   RETURNS  TO  VALUE, AND   INTEREST 

RATES,  UNITED   STATES,  1912-48 


;-        INDEX  NUM3ERS  ;  1935-39  =  100) 


Net  land  returns 

■ :  ■  :•;:;:  -g       

year  . 


1915    1920    1925    1930    1935 


945  1950 


Figuee  10. — Xet  land  returns  per  acre  have  been  higher  than  the  World  War  I 
peak  during  each  of  the  last  6  years.  They  increased  nearly  two  and  a  half 
times  between  1940  and  1947.  but  declined  slightly  in  1948.  Land  values 
have  followed  the  same  general  pattern  as  land  returns  but  they  did  not 
rise  so  high  as  did  land  returns  during  the  World  War  I  and  II  periods,  nor 
drop  so  low  in  the  early  1930's.  The  ratio  of  returns  to  values  was  higher 
than  the  mortgage  rate  of  interest  only  once  between  1912  and  1935 — in 
1918  and  1919.  But  it  has  been  higher  every  year  since,  and  has  averaged 
nearly  twice  as  high  in  every  year  since  1943.  The  ratio  of  returns  to  value 
tends  to  decline,  however,  when  land  values  increase  faster  than  net  land 
returns. 


over  a  long-term  period.  By  1919.  land  values  had  risen  to  a 
point  at  which  net  land  returns  were  only  slightly  above  the 
mortgage  rate  of  interest.  Following  the  break  in  1920,  however, 
net  land  earnings  dropped  below  the  mortgage-interest  rate  and 
remained  below  until  1925.  Earnings  and  values  were  in  better 
adjustment  during  the  1925-30  period  but  the  depression  of  the 
1930's  forced  them  even  further  out  of  adjustment  than  they  were 
following  the  first  World  War. 

By  1935,  both  land  values  and  farm-mortgage  interest  rates  had 
declined  until  farm  land  was  yielding  a  slightly  higher  rate  of 
return  than  were  farm  mortgages.  This  situation  continued  until 
1942  when  land  earnings  started  to  rise.  From  1943  to  1948  the 
rate  of  return  on  land  was  roughly  twice  the  mortgage-interest 
rate.  The  fact  that  these  high  rates  of  return  on  land  were  not 
fully  capitalized  into  land  values  indicates  that  land  buyers  were 
not  certain  how  long  the  very  favorable  returns  from  land  would 
continue. 

Land  Returns  in  Relation  to  Farm  Income. — Allocation  of 
total  farm  income  between  land  and  the  other  factors  of  production 
is  largely  an  arbitrary  one  because  there  is  no  basis  for  doing  this 
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on  owner-operated  farms.  It  is  sometimes  assumed  that  owner- 
operators  have  the  alternative  of  either  buying  or  renting,  and 
therefore,  net  land  returns  on  all  land  is  approximately  the  same 
as  the  returns  on  rented  land.  This  may  not  be  true  in  some  areas 
in  which  the  rental  and  transfer  market  for  farm  lands  is  not 
sufficiently  developed  to  bring  the  rates  of  return  on  rented  and 
owned  land  into  adjustment,  but  for  the  country  as  a  whole  the 
assumption  appears  to  be  substantially  correct. 

A  study  of  the  trend  in  land  returns  shows  that  they  now 
represent  a  considerably  smaller  proportion  of  total  farm  income 
than  was  true  in  earlier  periods.  During  1910-14,  for  example, 
gross  land  returns  amounted  to  about  32  percent  of  the  gross 
farm  income,  and  by  1917  this  had  increased  to  a  record  high  of 
37  percent.  But  by  1925-29  the  share  to  land  had  declined  to 
about  29  percent.  In  the  1935-39  period  it  was  26  percent  and 
in  1947  and  1948  it  was  only  22  percent.  Higher  costs  of  main- 
taining farm  property  in  recent  years  has  caused  the  share  of 
gross  farm  income  assigned  as  net  return  to  land  to  decline  even 
more  than  the  gross  return  from  land.  Net  land  returns  declined 
from  24  percent  of  gross  farm  income  in  1910-14  and  a  record 
high  of  30  percent  in  1917,  to  17  percent  in  1935-39.  They  have 
remained  at  about  that  level  since. 

Many  reasons  can  be  cited  to  support  the  conclusion  from  these 
data  that  basic  changes  have  occurred  in  income-value  relation- 
ships of  farm  land.  One  of  these  is  the  increased  use  of  labor- 
saving  farm  equipment,  fertilizers,  and  improved  types  of  crops 
and  livestock.  The  proportion  of  the  total  farm  income  derived 
from  livestock  and  livestock  products  has  increased  in  recent  years 
and,  under  the  crop-share  rental  arrangement  typical  in  most 
areas,  this  source  of  farm  income  is  not  shared  with  the  landowner. 
Farm  operators  also  need  more  technical  knowledge  and  skills  in 
order  to  take  advantage  of  these  technical  improvements  and  they 
can  therefore  expect  to  receive  more  for  their  labor  and  manage- 
ment. Higher  wage  rates  generally  and  greater  employment 
opportunities  off  the  farm  have  also  tended  to  raise  the  proportion 
of  the  total  farm  income  that  can  be  claimed  as  returns  to  labor 
and  management. 

These  changes  in  farming  methods  have  increased  the  capital 
investment  in  farm  equipment  and  other  non-real-estate  items, 
both  in  dollars  and  in  proportion  of  the  total  farm  assets.  In  1920, 
for  example,  the  average  farm  represented  an  investment  of  about 
|12,000.  Of  this  amount,  land  and  buildings  made  up  85  percent 
and  the  balance  of  15  percent  was  represented  by  investments  in 
implements,  machinery,  and  livestock.  The  1945  Census  of  Agri- 
culture showed  that  the  value  of  land  and  buildings  made  up  only 
77  percent  of  the  total  farm  investment.  An  even  more  striking 
shift  in  the  relative  proportions  of  real  estate  and  non-real-estate 
investments  is  shown  in  the  balance  sheet  of  agriculture  for  1940 
and  1948.5     These  data  include  operating  capital  and  the  savings 

5  Changes  in  the  financial  position  of  farmers  are  discussed  more  fully  in : 
Tostlebe,  A.  S.,  Garlock,  F.  L.,  Burroughs,  R.  J.,  and  others  under  the  direc- 
tion of  Norman  J.  Wall,  the  balance  sheet  of  agriculture,  U.  S.  Dept.  Agr. 
Misc.  Pub.  672,  38  pp.,  illus. 
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and  investments  of  farm  people  in  addition  to  the  items  included 
in  the  first  comparison.  In  1940,  farm  real  estate  accounted  for 
62.5  percent  of  the  total  assets  of  agriculture,  but  by  1948  this 
proportion  had  declined  to  51.5  percent. 

As  farm  real  estate  now  makes  up  a  smaller  proportion  of  the 
total  farm  investment  than  in  earlier  years,  it  appears  that  a 
smaller  share  of  total  farm  earnings  is  allocated  to  land.  An 
increasing  share  apparently  accrues  as  returns  to  operating  capital 
and  to  management. 

Several  other  factors,  some  of  which  operate  only  indirectly 
on  the  farm-land  market,  would  tend  to  change  the  relationship 
between  land  returns  and  values.  An  increase  in  the  rate  at 
which  land  income  was  capitalized  into  land  values  would  tend  to 
lower  values,  but  the  prospects  of  a  large  increase  in  population 
and  an  expanding  domestic  and  export  demand  for  farm  products 
would  have  the  opposite  effect.  Other  factors  operating  outside 
agriculture,  such  as  the  general  trends  in  industrial  and  business 
activity,  employment  conditions,  and  national  policy  with  respect 
to  labor,  credit,  and  taxes  all  have  a  bearing  on  long-run  trends 
in  the  farm  real  estate  market.  The  effects  of  these  numerous 
and  highly  varied  influences  on  expected  trends  in  farm  income  and 
farm-land  values  can  best  be  illustrated  by  comparing  the  general 
land-market  setting  in  the  World  War  I  and  World  War  II  periods. 

CHANGES   IN    BUYER-SELLER   EXPECTATIONS 

In  the  earlier  war  period  few  people  questioned  the  soundness  of 
farm  real  estate  as  an  investment.  Land  values  had  been  rising 
for  more  than  50  years  and  further  increases  were  generally 
expected.  Most  of  the  public  lands  suitable  for  farming  had  been 
settled,  and  population  was  increasing  much  faster  than  was  the 
supply  of  land.  Technological  developments  capable  of  greatly 
increasing  agricultural  production  from  existing  land  resources 
were  not  foreseen.  The  favorable  market  for  agricultural  ex- 
ports was  expected  to  continue.  Moreover,  considerable  prestige 
wTas  attached  to  ownership  of  land.  In  this  general  setting,  an 
ever-increasing  demand  for  land  was  assumed  as  well  as  a  reluc- 
tance of  owners  to  sell.  Consequently,  a  high  proportion  of  the 
current  farm  income  was  capitalized  into  land  values  in  the  expec- 
tation that  the  long-time  upward  trend  in  values  would  more  than 
make  up  for  any  temporary  decline  that  might  occur  in  the  postwar 
period.  Farm-mortgage  lenders  shared  this  point  of  view;  they 
followed  lending  policies  that  encouraged  the  wave  of  shoe-string 
buying  which  reached  its  peak  in  1919-20.6 

At  the  beginning  of  the  World  War  II  period  many  farm  people 
still  remembered  the  disastrous  experiences  of  the  post-World  War 
I  and  depression  periods.  The  wave  of  foreclosures  during  the 
mid-1930's  left  a  supply  of  farms  in  the  hands  of  unwilling  owners, 
many  of  whom  had  tried  for  years  to  recover  their  original  in- 
vestments. Asking  prices  were  low,  but  buyers  were  cautious. 
Fear  of  agricultural  surpluses  had  replaced  the  earlier  notion  that 
there  was  not  enough  land  to  feed  a  growing  population.     It  was 

G  In  this  regard  see:  Regan,  M.  M.,  and  Clarenbach,  Fred  A.  land  mar- 
ket developments  AND  THE  WAR.     Jour.  Farm  Econ.  25:190-202.     1943. 
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also  apparent  that  the  increased  knowledge  and  use  of  new  farm- 
ing techniques  would  enable  agricultural  production  to  keep  pace 
with  the  slower  rate  of  population  growth.  Increased  domestic 
and  export  demand  for  farm  products  created  by  the  war  were 
regarded  as  temporary.  The  swift  response  in  agricultural  pro- 
duction to  meet  wartime  needs  created  concern  over  the  possibility 
that  there  would  again  be  large  surpluses  after  the  war.  Land 
buyers  generally  were  both  cautious  and  selective  in  their  buying ; 
they  used  credit  conservatively.  Most  farm-mortgage  lenders 
were  relatively  conservative  in  making  loans  and  speculation  in 
farm  land  was  much  less  prevalent  than  it  was  during  the  World 
War  I  period. 

Although  a  large  number  of  farms  changed  hands  during  the 
World  War  II  period,  a  high  proportion  of  the  buyers  were  active 
farmers.  Probably  half  of  the  land  bought  by  farmers  was  for  the 
purpose  of  farm  enlargement  in  order  to  make  better  use  of  mech- 
anized equipment. 

Other  Influences  in  the  Farm  Real  Estate  Market 

Declines  in  prices  of  many  farm  products  in  recent  months  and 
increased  uncertainty  with  respect  to  future  levels  of  farm  income 
are  probably  the  dominant  factors  in  the  farm  real  estate  market 
in  the  spring  of  1949.  Demand  for  farm  land  has  also  reflected 
the  easing  tendencies  in  the  general  economy  that  are  apparent  in 
lower  rates  of  production  in  certain  industries  and  increased 
unemployment.  Prospective  buyers  have  become  more  cautious 
and  selective  in  their  buying  and  are  less  willing  to  meet  present 
asking  prices.  Although  a  large  reserve  of  funds  is  still  available 
for  land  purchases  in  the  better  farming  areas,  present  owners 
have  not  been  anxious  to  sell  because  farm  land  has  been  yielding  a 
higher  rate  of  return  than  most  other  types  of  investments. 
Elsewhere,  however,  many  prospective  buyers  are  not  in  as  strong 
a  financial  position  as  in  earlier  years  and  more  sellers  are  finding 
it  necessary  to  reduce  their  asking  prices  if  they  wish  to  make 
sales. 

A  number  of  important  aspects  of  the  farm  real  estate  market  in 
local  areas  were  brought  out  in  a  survey  this  March  of  more  than 
6,000  farm  real  estate  dealers  and  others  in  close  contact  with 
the  market.  Many  of  the  reporters  in  the  New  England,  South 
Atlantic,  and  Pacific  Coast  States  referred  to  the  strong  demand 
for  small  tracts  for  rural  homes  and  part-time  farms.  This  situa- 
tion has  prevailed  for  a  number  of  years,  but  in  recent  months  it 
appears  to  have  been  further  stimulated  by  lay-offs  in  some  local 
industries  and  a  shorter  work  week  in  others.  Reporters  in  the 
Mountain  and  Pacific  Coast  States  noted  that  many  farmers  were 
concerned  with  the  fluctuations  in  prices  of  livestock  and  that  the 
severe  weather  conditions  last  winter  had  a  depressing  effect  on 
the  land  market. 

Although  most  reporters  expected  land  values  to  decline  during 
1949,  they  did  not  feel  that  values  would  break  sharply.  They 
anticipate  a  downward  adjustment  which  would  reflect  the  general 
trend  in  prices  of  farm  products.  As  only  a  portion  of  the  increase 
in  farm  income  in  recent  years  has  been  capitalized  into  land 
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values,  the  rate  of  return  on  farm  investments  has  averaged  sub- 
stantially above  the  prewar  level.  Judging  from  past  experience, 
a  period  of  falling  income  is  accompanied  by  a  downward  adjust- 
ment in  the  acceptable  rate  of  return  from  farm  land.  This  has 
a  cushioning  effect  which  is  responsible  for  a  lag  in  the  response 
of  values  to  earnings  on  the  downswing  similar  to  that  occurring 
when  farm  income  is  rising.  The  extent  of  this  lag  depends  on 
how  much  income  declines  and  on  prospects  for  future  income. 
Early  estimates  indicate  that  farm  income  in  1949  may  be  10 
percent  below  that  of  the  previous  year.  In  view  of  the  favorable 
relationship  between  land  earnings  and  values  in  1948,  however, 
the  decline  in  land  values  will  probably  be  somewhat  less  than 
this  amount. 
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